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LETTER OF TRANSMITTAL

Bloomfield, Connecticut
December 1, 1972

The Honorabh. Governor Thomas J. Meskill
State of Connecticut
Hartford, Connecticut

My dear. Governor Meskill:

Your Commission On Tax Reform is privileged to Submit its report in
accordance with Executive Order Number 13 of June 15, 1972.

The report, consisting of three separate volumes and a summary,
represents the results of the Commission's in-depth study of the entire tax
structure of the State of Connecticut, including both State and local gov-
ernment. We believe it covers every significant aspect of the State-local
revenue system. We are confident it will provide a model for tax reform in
Connecticut, allowing us to lessen inequities for many classes of taxpayers
and create a more favorable economic climate for industry to increase em-
ployment for Connecticut people. Its recommendations cover the fiscal
needs of State and local government for the next five years. We believe it
provides for the equitable distribution of the costs of State and local
government.

The Commission believes the present opportunity to be almost with-
out parallel in other states or this State in recent times. Although. new
program needs may eventually require a State income tax and this
Commission does, not hesitate to recognize and debate the sound reasons
for such an innovation information and analysis of anticipated expendi-
ture requirements indicate that the existing State tax structure will be
sufficient to meet Connecticut's needs in the foreseeable future. Revenue
increases of 6.7% per year can be expected from existing sources, and
expenditure needs have been projected at approximately 5% per annum.'
This is the essenc' of the good news for our fellow taxpayers, and that
conclusion allowed us to go beyond immediate crises. The Commission
sought, therefore, to reform the tax structure according to fundamental
objectives of maximum tax equity and minimum interference with economic
decision-making, keeping in mind all taxpayers and social goals but captive
of no predetermined interest. The control of expenditures which you
have pioneered allowed 1.1: to formulate a sound program for Connecti-
cut and, very possibly, a model for many other states to follow.

On the other hand, Connecticut residents must recognize that a con-
tinuation of the past rate of annual expenditure increase caused by
demands for new programs and increased level of State services may not
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0.pl take away the present opportunity for tax reform, but will in a few
require a personal income tax. In essence, this is a continuing choice

for Connecticut voters tax reductions and reform coupled with moderate
increases in existing spending, or apersonal income tax to support major
new programs and increased Government particitmtion in many areas.

With the annual surplus or revenue growth, enough new revenues
were found to' he available to make substantial and fundamental improve-
ments including reductions where appropriate. in the local' property tax
and the existing State tax structure. Without drastic tax increases, hard-
hit individual taxpayers can expect appropriate relief; taxes that deter
business investment and slow our job growth can he eased; onerous P1'01)-
erty tax bills in our cities and some of our towns can he reduced. and the
remaining property tax structure. administered and levied more fairly;
and great progress can be made over time to eliminate our substantial
school finance inequities.

The Commission's charge did not include a complete analysis of State
and local expenditures. It was, however, necessary for the Commission to
estimate expenditure levels in order to design an adequate revenue system.
We have designed according to the premise that annual growth in State
expenditures can be held to approximately 5;;,. We concur in this
expenditure objective and made such tests of recent trends in spending as
we considered necessary to substantiate the achievability of this expendi-
ture limit. The Commission has refrained from any effort to pass judgment
on the present or future service needs of State or local government in the
conviction that these are matters of policy determination by the Governor
and the Legislature. The Commission has therefore concerned itself pri-
marily with reform of the revenue system and compensatory programs
designed to replace foregone tax revenues or provide a basis for tax reduc-
tion at the local level.

It is important to emphasize that the programs offered are part of a
total system. The various recommendations are not offered by the Com-
mission as a selection from which parts can be chosen. Most of the recom-
mendations are interrelated and support each other and they would not
be supported by the Commission as separate enactments.

The Commission organized for its work on June 28, 1972. Approxi-
mately ten weeks were devoted to basic research and analysis of the funda-
mental problems in the revenue structure. An additional five weeks were
devoted to development of the Commission's program and preparation of
the papers covering each element. Individual members of the Commission,
in each case, took specific responsibility for the preparation of working
drafts and in carrying forward the recommendations into a final report
which was in turn reviewed by the entire Commission.

During the first ten weeks, the Commission made a major effort to
seek out the views of many authorities, and specifically knowledgeable
people, The Commission also attempted to obtain the views and interest
of the public at large, an essential background to the considerations of tax
policy problems. To this end, the Commission held four public hearings
throughout the State and many witnesses were heard. Additionally, the
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Commission received correspondence from many taxpayers expressing their
opinions. As a result of the public participation and extensive meetings
with authorities. the Commission amassed an outstandng data base and
.received many useful views and suggestions on its program.

The Commission's research was provided by coordinating departmental
-resources of the State and a carefully selected group of consultants and
small part-time staff. As suggested by your Executive Order, the Com-
mission has freely called upon various State departments for analyses,
reports, and statistical data. The cooperation from all State agencies was
outstanding and greatly assisted the Commission in its work. Various
members of the Commission themselves contributed working papers from
their own expertise in the fields or appraisal, property taxation, school
finance, and legal work.

It should be noted that many meMbers of the Commission have devoted
virtually their full time to the problems of Connecticut's tax reform for
the last several months. These services were rendered without compensa-
tion of any type and constitute a great example of individual concern for
the public welfare.

The Commission is very pleased to acknowledge the excellent assistance
provided by its constiltants, many of whom contributed extensively to the
final. report. In particular,- the Commission wishes to thank President
A. M. Woodruff of the University. of Hartford and Professor Dick Netzer
of New York University for their contribution to the property tax. We are
also indebted to Professor Theodore Smith for his work on the assessing
program. The Commission wishes to express its thanks and appreciation
to Mr. Robert Patricelli, of Greater Hartford Process, for his contribution
to the school equalization program and to Mr. Robert \Yeller, formerly of
Hartford Process, for the development and organization of their original
school finance program. The Commission is also grateful to Professor
Charles Benson for his views of the school finance program. The Commis-
sion availed itself extensively of the data base and statistical information
which is prepared and maintained by the Connecticut. Public Expenditure
Council. It also received the personal assistance of Mr. Robert Franklin,
their Executive Director. Lastly, the Commission is indebted to Professor
James Papke for review of its economic analyses and for his assistance in
organization of the Commission Report.

The Commission also wishes to note especially the wholehearted sup-
port and complete independence which you, as Governor, have prOvided
for it.

By endorsing this letter of transmittal, the Commission members have
individually indicated their concurrence and approval of the report as a
whole. Some members disagreed in part.with some of the findings and rec-
ommendations of the Commission and have in some cases indicated the
extent of their disagreement through dissents, copies of which are attached
as appendices in the Parts to which they refer. Further, not all members
of the Commission necessarily agreed with every detail and all of the
phraseology of the report. They do, however, agree with its objectives and
all of the substantive aspects.



It is the Commission's hope that acceptance of it.; recommendations
will produce a dramatically improved fiscal program in the State of
Connecticut.

Respectfulln sulmitted,

FRANCIS E. BAKER, JR., Chairman
Governor's Commission on Tax Reform
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STATE OF ('ONNI.:("1.1C("I'

111" IIIS

TIIOAIAS .1, 11:S1:11,1.

(t1;1)1:1; NO. TIIIIZTEFIN

WHEREAS, despite the most stringent aw.t.)rity measures, the reve-
nue needs of the State will continue to increase in the future; and

WHEREA:;, there is an evident need to stimulate business investment
and thereby to create more employment opportunities in the State; and

WHEREAS, there is a correlation between such a stimulus, the overall
competitiveness of Connecticut's business and industry, and the tax policy
pursued by the State; and

WHEREAS. recent judicial decisions have raised fundamental ques-
tions regarding the existing means, the ywoperty tax, of obtaining revenue
for the needs of town and city government; and

WHEREAS, potentially imminent Federal action in the area of reve-
nue sharing will profoundly affect and be affected by the revenue structure
and potential of the various States; and

WHEREAS, it is essential, within this context, to review the totality
of Connecticut's tax effort, whether State or local in nature, in order to
arrive at the most equitable distribution of the tax burden; and

WHEREAS, it is important, therefore, in view. of these considerations
to immediately begin a comprehensive review of the available revenue
options with the view toward the complete reform of Connecticut's existing
tax structure;

NOW, THEREFORE, I, Thomas J. Meskill, Governor of the State of
Connecticut, acting by virtue of the authority vested in me by the Con-
stitution and by the statutes of this State, do hereby ORDER and
DIRECT:

1. There shall be established a special Commission, hereafter to be
known as the Governor's Commission on Tax Reform.

2. The Commission shall have as its Chairman, Francis E. ,Baker,
Jr., Farmington, and will consist of such other members as shall be ap-
pointed by the Governor.

3. The Commission shall be charged with the following functions
and responsibilities, which, however, shall not be deemed to be exclusive:

a. To undertake an analysis of all existing and potential sources of
revenue to the State, which analysis shall include, but not be limited
to, anticipated revenue from Federal programs, and particularly from
the Federal Revenue Sharing Program, as well as from sources of
revenue existing at or potentially available to all levels of government
in the State.
b. To review, within this analysis, the advisability, in view of the
benefits to be derived, of "tailoring" Connecticut's tax structure in
such a way as to maximize the potential availability of Federal
revenue.
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c, To thoroughly examine the state of our existing property tax
system in Connecticut, in light of the recent Constitutional issues
which have been raised by the Courts. in view of its appiirent inelas-
ticity 1LS tl revenue source in terms of the increasing and excessive
demands being placed upon it. and especially in view of the enormous
burden it is now placing on property owners in many or our commu-
nities, mid to make the appropriate recomnr.nniations for the reform
of this system.
d. To examine our current state revenue structure in terms of its
impact on the various segments of our society, with a view toward
isolating unjustifiable inequities in the tax burden now being borne
by identifiable classes of citizens.
e. To review the impact of Connecticut's tAtx structure on the climate
for business and industry in the State, part;cularly %yid] regard to
its competitiveness with our neighbors ;Ind other industrial states and
nations. and to recommend the appropriate changes in that structure,
within the context of the other aforementioned considerations, needed
to stimulate business growth and investment in this State. and. there-
by, to create additional jobs for our citizens.

4. The Governor's Commission on Tax Reform is authorized to call
upon any office, department, commission, council or other agency of the
State for any information or assistance which the Commission deems
necessary in order to discharge its functions told responsibilities under
this Order.

5. Each office. department. commission, council or other agency of
the State and each officer or employee of the State is authorized and di-
rected, to the extent not inconsistent with law. to cooperate with the
Governor's Commission on Tax Reform and to furnish such information
and assistance to it as it may find necessary or appropriate in the dis-
charge of its functions and responsibilities under-this Order.

6. The Commission on Tax Reform shall render to the Governor a
full report of its findings and recommendations for such reform by
December 1, 1972.

7. This Order shall take effect immediately.

Filed this 15th day of June 1972

/s/ Thomas J. Meskill
GOVERNOR

/s/ Gloria Schaffer
SECRETARY OF THE STATE
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Preface to Voltim. t-, I. Il. and Ill
Mission of the Commission

The Governor's CoMinission on MN Naomi
WaS established by Governor Thomas .1. Meskill's
Executive Order 13 dated June 15, 11172. a copy
d which is reproduced along with the letter of
transmittal contained at the beginning of this
report.

The tasks assigned to the Commission included
tlic examination of all sources of revenue avail-
able to State and local government. including
Pectoral programs. The Commission was required
to evaluate a wide variety of alternative tax
sorces, as well as to examine the existing strUc-
tore in Connecticut in detail. The Commission
was specifically charged with evaluating inequi-
ties resulting front Connecticut taxes as they
affect various classes of citizens. The Commission
was also asked to examine the impact of the
Connecticut tax structure on business with a
view to encouraging economic. expansion in order
to create new jobs, and to evaluate the competi-
tion with other states in the search for industry.
Lastly. the Commission was charged with a
thorough review of the property tax, including
the burden on homeowners and investment prop-
erty and theuse of the property tax in financing
schools.

As finally developed, the overall objective of
the Commission can be stated briefly as fellows:

1. To study, through current research reports,
the reports and recommendations of prior Con-
necticut commissions and committees, similar ef-
forts and documents from other states and
Federal agencies, and public hearings, Connecti-
cut's economy and the impact of its public finance
system on various kinds of economic activity and
on Connecticut's competitive position in various
economic areas; the degree to which the fiscal
structure achieves an optimal distribution of its
costs and benefits among the citizens and busi-
nesses of the State; and the possibilities for im-
proving Connecticut's fiscal structure, operations,
and administrative procedures.

2. To provide the Governor, Legislators, and
voters,. of Connecticut with an objective, factual,
and analytical survey of their fiscal system in
order to promote a clearer understanding of that
system and to facilitate its revision and improve-
ment.

ix

To make such findings. conclusions, and rei.-
m1)1)114111;0 finis for adjustments in the present
fiscal system as it nut agree are necess:try and
desirable to :adverse effects on economic
growth and development, remove inectilities and
inegitalit ies in the distribution of the tax burden.
and provide adequate revenue to Meet the esti-
ma'.ed needs of C ninecticut's State and local
governments in the intnre.

Arens Co.ered Ity Commission Vroposals
A review of the summary of the Commission's

recommendations shows how the Commission's
guiding. principles and objectives have been MI-
bodied in specific proposals.

Economic growth. The area of greatest con-
cern in this regard is the taxes whichimpose di-
rect penalties upon the expansion and improve-
ment of jolt- creating industrial and cominercial
facilities. priMarily the sales tax manufactur-
ers' machinery and equipment and the personal
property tax. The proposed elimination of these
levies would he a major step toward providing a
fair and competitive tax environment by shifting
the major burden of business taxes from costs
to profits. that is, from taxes that impede prog-
lCKS and expansion to those that reflect business
success achieved in it climate conducive to growth.
The recommendations regarding the structure and
administration of the real property tax would
further improve the enVironment for economic
growth. in Connecticut.

Equity. Considerations of equity and equality,
both within the framework of particular taxes
and among different taxpaying groups in Connec-
ticut's economy. has dominated much of the
Commission's study and policy deliberations, and
is apparent throughout the Commission's specific
recommendations. Removal of the personal prop-
erty tax and improvement in the assessment
practices would eliminate the most discriminatory
and unequal portions of the property tax. The
elderly renter/owner property tax relief measure
removes a particularly onerous and burdensome
element of the real property tax. Finally, the
proposed program for achieving school equaliza-
tion would work toward the goal of equality in
educational opportunity,

Administration and conipliance. The property
tax assessment reform program, the recommen-



dations for procedural changes in the various tax
fields, and the Uniform moojripal practices pro-
grani %yin make an 11111)ml:int contrilaition toward
More complete. Nitta!, and even-handed enforce-
ment, of Connecticut's State and local tax laws,

Strength of State and local governments. In
total, the Commission's program would provide
greater financial strength for both the State and
local governMental Units by improving the eco-
nomic iMpact, equity, and administrative and
compliance integrity of Connecticut's State and
local taxes.

Organization of tin Report
The Commission's m.ograms are set forth in

three separate volumes and a summary.

Volume I, Stole Phiaticc, consists of rowr ma-
jor parts. Parts A and B include a statement of
the overall objectives of the tax structure and a
fiscal and economic profile of the State. Part C
examines the existing revenue structure and fore-
casts tax yields through Fiscal Year 1977. This
part also considers present expenditure trends and
forecasts expenditure levels through the same
period. Accordingly, a schedule of excess revenue
resulting from deducting expenditures from the
yield of the revenue system is developed. Part
1) describes the summary dollar impact of the
Commission's program, and shows how it is fi-
nanced by the generation of excess revenue. The
Commission's program is, therefore, essentially
self-financing. Revenue sharing and a full narra-
tive description of the existing tax structure are
reviewed in Appendices to Part C.

Volume II, Local Government, contains four
parts, all related to local level problems. A com-
plete review and recommendations with respect
to the property tax are contained in Part A.
School finance and a detailed proposal for local
option equalization with projections for each town
through .19 are contained in Part B. Proposals
for reform of the assessment system including an

x

estimate of revenues presently being lost through
improper tand unlawful) underassessments are
set forth in Part C. A recommendation for a
Uniform Alunicipal Practices Act dealing with .

referendum requirements, town budgets, and town
financial reporting is contained in Part. D.

Volume Taymyr rs, is in three parts. The
first part reviews State-level taxation on individ-
uals, It evaluates the impact of the sales tax,
cornpares it to other stales, and offers an alter-
native to the pre.;ent 7'; rate. A rview of the
need for a personal income tax is contained in this
section, and recorlllllelidations are presented
against its adoption, Part A also contains the
Commission program for elimination of the tax
on dividends, while increasing the tax on net long-
term capital gains. hart 11 describes the need for
business tax reform and offers programs designed
to stimulate business expansion, retooling, mod-
erniY.atfon of equipment, etc.all designed to cre-
ate more jobs for Connecticut workers. Part C
sets forth a variety of procedural reforms de-
signed to simplify the revenue code and appeals
procedures.

The Summary contains the high points of the
programs and some limited analytical material.

Concl usion

The scope of the Comniission Report is broad
and many-faceted with a small probability that
any issue of real significance had been overlooked.
But no pretense is made that this Commission's
work has been completely exhaustive either in
scope or depth. The subjects covered by the Com-
mission and the depth of its study have been as
broad and intensive as the available time and
resources would permit.

The Commission hopes that this work, will be
carefully reviewed by the Legislature and Admin-
istration and public at large, and that the pro-
grams advocated can serve as a basis for new
legislation in 1973 and beyond.
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PART A

Public Finance Objectives
For State and Local Government



Introanction

State and local finance is concerned with taxa-
ion. expenditures. debt issue and management.

and intergovernmental financial relations in the
context of a multiplicity of open economies. While
national economies are characterized by varying
degrees of openness, international barriers to
trade and capital and labor mobility are suf-
ficient, particularly in the United States, to allow
most fiscal policy to proceed on the assumption
of a closed economy. In the case of State-local
governments, however, explicit recognition must
be taken of the fact that each taxing, spending,
and borrowing jurisdiction by its actions affects
its neighbors and is, in turn, directly affected by
them. Not only do goods and services, money,
capital, and people move freely across jurisdic-
tional boundaries, but the activities of households
and business enterprises commonly transcend
these boundaries. People live in one taxing juris-
diction and are employed in another; and, busi-
ness activity is carried on simultaneously in
several states, counties, cities, and school districts.

In taxation, the multiplicity of jurisdictions
introduces a major limitation on the purpose and

Taxation
Progress toward the achievement of a rational

tax structure for the State of Connecticut can
only be developed within a framework of general
agreement on the goals or objectives of State-local
taxation. Once such agreement has been obtained,
an analytical appraisal of the present tax struc-
ture and its components against the background
of these objectives will determine the need for,
and scope of tax reform and/or reconstruction
and indicate the route or routes to the attainment
of the specified objectives of fiscal planning with
the various components of the tax structure.

Tax policy objectives must be meaningful, sub-
stantive, and operational (i.e., based on empirical

scope of State-local lax policy. For example. la-
conic redistribution and counter-cyclical tax policy
objectives may properly play a significant role
in the development of national fiscal policies. But
at 'he sub-national level, income redistribution
is severely restricted by taxpayer mobility, inter-
jurisdictional competition and, in the case of local
units. restricted taxing powers. Similarly, sub-
national governments are constrained in their
ability and capacity to regulate the aggregate
level of economic activity in their jurisdictions.
Their lack of monetary controls and debt author-
ity requires a virtually passive role in income
stabilization.

On the other side of the fiscal coin, namely
expenditures, the problem for sub-national gov-
ernments arises from the fact that expenditure
benefits are not fully contained within the
spending jurisdiction. Benefit spillover s give rFse
to issues of defining the optimum size of an ad-
ministrative organization for the provision of
public services. Problems of efficiency because of
economies of scale are also involved.

Philosophy
data) if they are to serve any useful purpose.

-Thus, for example, the meaning of the expression
"equitable" or "fair" as it is used to describe a
desirable feature of a tax or tax structure is too
nebulous and abstract for purposes of formulating
tax policy. Reasonable men may legitimately disa-
gree on its specific meaning and application and its
importance in relation to other desired goals. The
same applies to phrases such as "attractive busi-
ness climate" and the concept of "adequacy" of
the tax structure. The purpose of this statement
is to define, in an operational sense, basic objec-
tives of Connecticut tax policy.



AdequacyAutomatic Response Principle
If the State of Connecticut and its political

subdivisions are to meet the present and foresee-
able public service requirements of Connecticut's
people and businesses, it is obvious that their
revenue systems must be adequate for the task.
Adequacy however, can be achieved with vary-
ing degrees of equity or inequity, and with a tax
system that imposes minimum restraints on eco-
nomic growth or a system that is widely regarded
as impeding such growth. Moreover, adequacy
must mean something other than repeated in-
creases in tax rates under the existing tax struc-
ture simply to meet recurrent fiscal crises.

As suggested, the goal of adequacy is achieved
when the tax structure generates sufficient reve-
nue to meet the inevitably rising costs of provid-
ing public services for a growing population in
an expanding economy without frequent changes
in tax rates and the adoption of new tax bases.
In other words, it should be possible to finance

without tax changes the so-called "horizontal"
growth in the provision of public services, due to
population increases and economic growth, or in-
creases in expenditures made necessary by rising
prices. Only the introduction of new services.
substantial improVement in the quality of present
services, or the unexpected loss of an existing
revenue source should occasion the introduction
of new taxes or adjustments in tax rates. Tax
adjustments under these circumstances become
part of the normal budget decision-making pro-
cess.

Technically, tax adequacy requires that the
yields of the individual components of the Con-
necticut tax structure respond "automatically" to
the State's economic growth. That is to say the
normal annual growth in tax revenue from gain
in personal income throughout the State must
equal or exceed the normal annual growth in the
budget.

Equity of TaxationNeutrality Principle
Equity in State-local taxation should be con-

structively defined to mean neutrality, that is, the
avoidance to the fullest extent possible of un-
necessary interference with the normal operations
and functions of the market economy. State and
local taxes should not unintentionally interfere
with personal consumption patterns, personal
activities, business investment decisions, and the
like. Unintended interference with the market
mechanism frequently results in burdens that
can be avoided. As it relates to specific tax meas
ures, neutrality or equity implies the equal treat-
ment of equally situated individuals or business
units. Thus, the test of neutrality or equity can
meaningfully and quantitatively be applied to
each major component of the Connecticut State-
local tax structure. In most cases, an adjustment
in the direction of improved neutrality will be
accompanied by an enhancement of the adequacy
of the overall revenue structure.

Equity or neutrality in the tax-structure as a
whole is concerned with the matter of distributing
or allocating the cost of State-local public services
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among income groups in such a pattern so as to
leave the distribution of income (after Federal
income taxes) by size brackets unchanged. In
short, neutrality suggests an overall State-local
tax liability distribution which is proportional to
income. For example, if 10% of the total income
(after Federal taxes) received in Connecticut were
required to finance the necessary level of public
services, then, in line with the proposed objective
of distributional neutrality, 10% of the income of
families in each income category would be ab-
sorbed in taxes. This does not mean, of course,
that every single State-local tax measure need
be proportional. Rather, it implies that regressive
measures are more or less offset by progressive
levies, thereby achieving approximate propor-
tionality in the overall distribution. For .policy
deliberations, the acceptance of the guideline of
distributional neutrality requires that each ad-
justment in the tax structure be examined in
terms of its impact on the present overall dis-
tribution of tax burdens.

It seems important to clarify the use of post-



Federal tax income in the above context.. Basically,
the reason for its use in the measurement of tax
burdens sterns from the fact that no state can
reasonably expect to counter a national (Federal)
policy which is aimed at altering the existing
distribution of income among families and individ-
uals. Because economic resources (i.e., capital and
labor) are free to move among the states, it

would, for example, be impractical and virtually
impossible for any single state to pursue an
active policy of reinforcing the overall progres-
sivity of Federal income taxes, In short, neutral
tax policies attempt neither to reinforce nor to
offset the distributional consequences of Federal
fiscal policy.

Taxation on BusinessBenefit Prneiple
Business activity is everywhere a popular base

fol. taxation, but the forms of State -local business
taxes differ widely. These include levies on busi-
ness profits, on business receipts, on purchases by
business, and on real and/or personal property
employed by the business enterprise. The reason
for the widespread use of the business sector
as a source of tax revenue is obvious: it is an
efficient instrument for tax collections. It is, how-
ever, only an instrumentan intermediarybe-
cause the real economic burden of business taxes
(and for that matter all other taxes) is borne by
individuals either as consumers, income recipients,
or wealth holders. As intermediaries in the tax
collection process, the popular notion of "ability
to pay" as a rationale for business taxation has
little relevance independent of the ability to pay
of business' customers, owners, employees, and
landowners.

Business is, however, an important consumer
and beneficiary (directly and indirectly) of State-
local services. Moreover, economic resources are
suboptimally allocated unless business costs and
prices reflect the contribution of the public sector
to the production of goods and services for pri-
vate consumption. It is necessary, therefore, to
identify a form (or combination of forms) of
business taxation which approximates the extent
to which individual businesses make use of and
benefit from services provided by Connecticut
State-local governments. In short, if State-local
business taxation is to be justified on the basis of
some generally acceptable principle, and if "abil-
ity to pay" has little meaningful application in
the field of State-local business taxation, then the
benefit principle is the appropriate one.

To the extent that public services enhance the
advantages of carrying on business in a particular
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location (e.g., the location of the capital to the
service industry), business taxes measured by
property values may be reasonable. The extent
to which business engages in the market (i.e., the
volume of business activity) may also bear some
relationship to the volume of public services
utilized. In this case, each dollar's worth .of an
individual business's net output would include a
tax component, regardless of the nature of the
product (good or service), of the form of busi-
ness organization (corporate or unincorporated),
or the composition of productive inputs (labor.
land, capital, etc.).

Acceptance of the benefit principle for business
taxation necessarily rejects net income or profits
taxes as the only form of State-local taxation.
To tax net income or profits exclusively would be
to imply that firms with 'low profitsor no prof-
itsreceive few or no benefits from public serv-
ices. This is not meant to exclude business net
income taxes, if they are used in combination with
another levy or levies. It may well be that a net
income tax alternative is the only way to assess
particular types of business activity for the gen-
eral services provided by the State.

The benefit principle of taxation as applied to
business also suggests that. the business sector
should not be the principal non-voting source of
tax funds whenever additional public revenues
are required. Further, it suggests that engaging
in interstate competition for industry through tax
inducements to location is self-defeating. The
benefit principle asserts that the structure of
business taxation is as important as the level of
business taxation. To enhance a positive business
climate is to determine business tax liabilities by
application of clear cut rules, not by negotiation,
and to minimize the need for frequent adjust-



ments in the tax structure. Continual uncertainty
as to future budget policy is perhaps more dam-
aging to business deCision in matters of location
and expansion within a particular state than any
other single factor. For this reason, it is abso-
lutely imperative to develop a tax structure which

achieves adequacy (as defined earlier) and equity,
and which creates an environment conducive to
economic growth. Finally, the level of business
taxes should. be consistent with those in other
states, when the value and volume of public
services provided are taken into account.

Balance of Objectives
Tax policy is concerned with alternative meth-

ods of financing a given expenditure program
within a framework of agreement on the goals or
objectives of taxation. Simultaneous achievement
of the three basic objectives proposed here is not
easily accomplished. In some cases, the objectives
are in conflict, in the sense that movement in the
direction of one goal means that other goals will
be achieved less adequately. The tax structure
that generates -naximum encouragement to eco-
nomic expansion will differ in general from the
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tax structure that maximizes adequacy or equity.
Ultimately, a tax program will reflect appropriate
compromises and trade-offs on the assignments of
priorities or weights to each of the objectives.
In the formulation of a rational tax program,
however, components of the Connecticut tax
structure which are growth-inhibiting and inade-
quate and inequitable should be identified and
minimized or replaced with superior available
alternatives.



PART B

Economic and Fiscal
Profile of Connecticut



Introduction
Study of the fiscal problems of the State of

Connecticut and of its capacity for solving them
properly begins with an analysis of the State's
economic base. This section deals with the har-
ateristics of Connecticut's economy that are
most important in determining the magnitude of
demands for public services and the ultimate
source of public revenues in other words, with
population, employment, and income, This eco-
nomic analysis lays the groundwork for projec-
tions of Connecticut's revenues and expenditures
by examining the present structure of Connecti-
cut's economy,. and by identifying the major
factors underlying the State's economic activity
in recent years.

Since much of the argument about the fairness

Commission

1. Connecticut's under 18 age group 'is de-
clining, presenting a potential problem of
ove -capacity in educational institutions.

The 18-44 year old segment of the working
age population will increase by over 400,-
000 by 1985, presenting a continuing need
for new jobs.

3. Manufacturing employment shows a pro-
nounced decrease since 1968, 'dropping
from 482,940 to 394,700 in .1972. Con-
necticut's employment data make it un-
mistakable that the State's economy is
moving away from the manufacturing
oriented base on which it has historically
relied.

4. Government and service oriented indus-
tries registered the biggest growth as a
proportion of the total employment picture.

5. Personal income growth in Connecticut in
the decade 1960-1970 averaged 4.5% above
the national average. In the preceding 20
years, Connecticut's growth ranked third
among selected industrial states.

6. However, Connecticut's 4.7% growth for
1970-71 is last among the selected states,

or equity of the tax structure deals with questions
of regresivil,v ur la'ugressivitY, a study or the
incidence of Connecticut's taxes has been macie.
This study reviews the entire st ruct tire, both
State and Federal, at various income levels. It
identifies the progressi.. e and regressive com-
ponents of the structure and concludes that the
overall impact or tax and expenditure benefit
policies is progressive. This incidence study is

referenced in other volumes of the Commission
Report when considering arguments as to ye-
gressi vi ty. A thorough understanding of the
character of Connecticut's economy and the classi-
cal economic definition of its tax structure will
assist the reader in evaluating the Commission's
entire program.

Findings

well below the national growth rate of
6.9,,7;. and third from last ?rationally.

7. Retail sales have shown a steady increase
in dollar volume since 1961 and as a per-
centage of the national retail sales, volume
has been stable. In 6 Yortheastern states,
only Connecticut has been able to maintain
or improve its retail sales position since
1961.

8. In 1960, Connecticut's per capita value-
added by manufacturing was $1,493-62%
above the national average. By 1070, Con-
necticut's $2,170 per capita value-added
was only 32% above the national average.
Connecticut. has been unable to keep pace
with thc national growth, in manufactur-
ing, and other competing industrial states
are moving ahead.

9. The scope of Connecticut's export indus-
tries showed virtually no change in the
20-year period .1950-70. (Manufacturing
and financing services are still the only
two industries 'with any substantial export
orientation.)

10. For Connecticut manufacturing as a whole
and its various components, there has oc-

1



evrred a gradual decline in the degree of
export orientation in the period
19:70-70,

11, The se /Tire Indust ry has supplanted mann.-
faelnring as the 11108l important export
business in the State.

Expa'nsion of export industries is at the
core Of Con ti CCU citt,'S erW70111 lc growth, g.11(1,
Connectieut's capacity to encouroge expan-
sion and attract export industry will de-
pend on its ability to emnpete with. other
states. Critical competitive elements will
be wages, freight (harges, electric power,
and state taxes.

Cwrnecticut cannot realistically look to
nt'amilaeturing to assume the relative ern-
nomic 'importance which it enjoyed in the
past.

14. The elasticity of Connecticut's General
Fund tax structure is calculated to be .9.
which 'indicates that for every 1 % growth.

01 Coll 17 CO ir 11r S r8o11(11 irr runt!', renu 08

will gr,,w I() of 1''.
1:7.. Connecticut is classed as haring a tax

8/i Whirl' with medium elasticity.
..1n incidence NtadtJ shms the State tax
structure to be generally proportional and
slightly regressive at either end of the
income scale. The total Stale and loco/ tax
structure is -regressive.

17. However, when expenditure incidence is
considered, the total Connectiont fiscal
structure heroines pe.. Also, -wlieu
the impact of Federal taxation is con-
sidered, the total structure for Connecticut
taxpayers is strongly progressive.

i 8. Tentative conclu.sions from ACIR's study
of state and local government taxes show
that Connecticut's total tax effort 'relative
to other states is below the national over-
age. The tax-effot of local government is
almost exactly at the 'national average.

10.

Kcy Elements in Connecticut's
Population Trends

The trend in Connecticut's population by age
groups, released by the U.S. Bureau of the Census,
is shown in Tables B-1 and B-2. Figures showing
the trend of total population growth by age for
the 'United States and the total growth. for 12
'selected industrial states accompany the Connecti-
cut data. It is estimated that by 1985 Connecti-
cut's total population will be 3,601,000an 18.8%
increase over 1970. A slowing population growth
is evident when one compares the projected 15-
year growth of 18.8% with the actual growth
rates of 19.6% from 1960 to 1970, and 26.3%
from 1950 to 1960. It is evident that the 5-rear
growth patterns for the 12 selected industrial
states are also moderating compared to prior
growth patterns. For every state except Rhode
Island, smaller percentage increases than those of
1970-75 are projected for 1980-85. Where and
what type of jobs will be available for the increase
in the working age group population? This ques-
tion is of prime importance in light of Connecti-
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Economy

cut's unemployment of almost 150,000 workers
last year.

The strongest projected growth for Connecticut
occurs in. the 18-44 age group; this follows the
national pattern. As projected, the growth of
this segment of the working age population group
alone will increase the working age group by
over 400,000 by 1985.

Figures for the under-18 group for Connecticut,
which 'show a decrease through 1980, follow the
national pattern of declining birth rates. The
more rapid growth of Connecticut's largest work-
ing age population group, those aged 18 to 44, is
also evident in the national trend.

Connecticut's under-18 age group is declining
for the first time since the 1930's. Local officials,
especially school board officials, must plan care-
fully to avoid overbuilding. The job market for
school teachers has already been shrinking as a
lower growth occurs in the school age population.
Connecticut's educational system including higher
education programs must be geared towards the
new growth in the working age group.



TABLE B-1: Projected Population for Connecticut and 12 Other Industrial States.

1950

through 1985
On Thousands)

Act ual

1960 1970
_ .

.1975

Projected
1980

. .

1985

United States -Total 150,697 179,22:3 203,2 i 21.1,883 226,93.1 239,329
Under 18 46,748 64,203 69,644 68,923 69,177 71,882
18 - 61,043 62,503 71,693 80,474 91,0-1% 99,563
I: -tit 30,636 36,057 11,810 43,329 43,145 42,907
65 and over 12,270 16,560 20,066 21,159 23,063 2.1,977

Connecticut -Total 2,007 2,535 3,032 3,220 3,109 3,60
Under 18 546 861 1,021 987 960 983
18

- 6 -I

839
445

896
535

1,C()5675 1,208
714

,386
712

1,522
700

65 and over 177 243 289 312 350 395
California
Illinois

.10,586
8,712

1.5,717
1.0,081

19,95%
91. 1. ,15))

21,420
11,766

22,917
12,427

24,446
13,108

Indiana 3,943 4,662 5,1.94 5,483 5,778 6,081
Maryland 2,343 3,101 3,922 4,154 4,386 4,618
Massachusetts 4,691 5,149 5,689 6,019 6,395 6,716
Michigan 6,372 7,823 8,875 0,455 10,045 10,649
New Jersey 4,835 6,067 7,168 7,558 7,949 8,342
New York 14,830 16,782 1.8,237 19,431. 20,675 21,951
Ohio 7,947 9,706 10,652. 11,210 11,772 12,341
Pennsylvania 10,498 11,31.9 1.1,794 12,172 12,555 1.2,931
Rhode Island 792 859 947 998 1,054 1,113
Wisconsin 3,435 3,952 4,418 4,673 4,938 5,220
Source: Decennial Census 1950, 1960, 1970, U. S. Bureau of the Census; Population Estimates, P-25, No. 375.

TABLE B-2: Projected Population Change in Percentages for Connecticut and 1.2 Other
Industrial States, through 1985

Actual Projected
1950-60 1960-70 1970-75 1975 -81) 1980-85

United States-Total 19.0- 13.3 5.7 5.6 5.5
Under 18 37.3 8.5 ( :1.0) .4 3.9
18 -44 2.4 :14.7 . 12.2 13.1 9.4
45 - 64 17.7 16.0 3.6 ( .4) ( .6)
65 and over 35.0 21.2 5.4 9.0 8.3

Connecticut-Total 26.3 19.6 6.2 5.9 5.6
Under 18 57.7 18.6 ( 3.3) ( 2.7) 2.4
18 - 44 6.8 18.0 14.3 14.7 9.8
45 - 64 20.2 24.3 7.4 ( .3) ( 1.7)
65 and over 37.3 18.9 8.0 12.2 12,9

California 48.5 27.0 7.4 7.0 6.7
Illinois 15.7. 10.2 5.9 5.6 5.5
Indiana 18.5 11.4 5.6 5.4 5.2
Maryland 32.4 26.5 5.9 5.6 5.3
Massachusetts 9.8 10.5 5.8 6.2 5.0
Michigan 22.8 13.4 6.5 6.2 6.0
New Jersey 25.5 18.1 5.4 5.2 4.9
New York 13.2 8.7 6.5 6.4 6.2
Ohio 22.1 9.7 5.2 5.0 4.8
Pennsylvania 7.8 4.2 3.2 3.1 3.0
Rhode Island 8.5 10.2 5.4 5.6 5.6

Wisconsin 15.1 11.8 5.8 5.7 5.7

Source: Decennial Census 1950, 1960, 1970, U. S. Bureau of the Census; Population Estimates, M5, No. 375.
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The trend fnr employment in Connecticut. over
the past .10 years indicates that the State's eco-
nomic base is shifting away from manufacturing
to nonmanu factoring enterprises, Although this
trend has been occurrini.r, for .some time, the
transformation has become more evident in the
past 5 years.

In absolute numbers, manufacturing employ-
ment has shown a' pronounced decrease since
1968 (Chart 13-1) dropping from 82,9.10 in 19(15
to 391,700 in 1972 (Table 13-3). Proportionally
manufacturing employment has also registered a
general decrease from 1962 to 1972 (Table 13-1).
The 1972 total of 397,420 for manufacturing em-
ployment falls more than 20,000 below the 196?.
total of 418,300. This transition away from a
manufacturing economic base has been consistent
enough over the past decade to conclude that the
trend will probably continue for some time in
the future.

Even though manufacturingcontinued to grow
during part of 1962 to 1972, it was not growing
nearly as fast as the nonmanufacturing oriented
segment of Connecticut's economy which grew
by 10% (Chart B-2 & Table B-4). Government
and service-oriented industry registered the big-
gest growth as a proportion of the total employ-
ment picture as well as in absolute numbers. This
growth in the nonmanufacturing sector could
lend an element of stability to employment in
Connecticut because nonmanufacturing employ-
ment tends to be inelastic to fluctuation in the
economy, i.e., relatively unaffected by periods of
recession in the economy.

In summary, Connecticut's employment data
make it unmistakable that the State's economy
is moving away from a manufacturing oriented
economy on which it has historically relied. The
sustained decline of -manufacturing employment
over the past decade gives strong indication that
.this decreased importance of manufacturing will
continue for some time in the future.

Personal Income
One measure of economic growth used by econ-

omists is personal income growth. While not the
only reliable measure, personal income is a widely

o reported economic series for the United States and
'62 '63 '64 '65 '66 '67 '68 '69 '70 '71 '72 has comparability between each individual state.

The pattern of econoilic growth is examinedSource: Data taken from Table B-3.
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TABLE B-3:

1962 1963

Trends in Connecticut Employment, 1962-72

1964 1965 1966 1967 1968 1969 1970 1971 1972
Manufacturing 418,300 420,800 421,000 452,350 469,380 477,660 482,940 475,830 453,440 408,070 :49,1,720

a) Metal Products
b) Nonmetal

298,700 302,200 301,200 328,300 342,590 356,500 356,310 349,590 327,730 285,080 275,900

Products 119,600 118,700 119,800 124,050 126,790 121,160 126,630 126,240 125,7.10 122,990 118,820
Finance, Real Estate,

Insurance 55,84 57,000 57,900 59,710 60,670 62,020 65,580 68,480 72,490 77,470 77,920
Service 120,800 126,800 132,300 1:36,150 146,130 152,490 162,090 168,050 179,490 193,770 194,100
Government 98,700 103,300 109,000 119,900 120,880 127,470 136,800 148,270 152,970 161,890 162,750
Construction 44,900 45,700 47,500 48,400 53,620 45,390 55,400 56,1(W 61,380 58,100 51,660
Trade 166,700 171,000 176,900 199,060 193,430 202,710 212,400 214,620 227,910 2:34,930 225,190
All Non-

manufacturing 531,530 548,300 569,300 610,170 622,020 640,670 682,980 707,610 749,260 781,160 764,920
Total Employment 944,800 969,100 990,300 1,062,520 1,091,400 1,118,330 1,165,920 1,183,440 1,202,700 1,189,230 1,159,6,10*

*January 1972-(All years 1965-71, June) . (1962-64, Monthly average)
Source: Data from U.S. Dept. of Labor and Connecticut State Labor Dept,

TABLE B4: Connecticut Employment -- Relative Importance
Sectors of Employment 1962-72

(Employment in Each Sector as a Percent of Total Employment)

1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972
Manufacturing 44 % 43,4% 42.5% 42.5% 43.0% 42.7% 41.4% 40.2% 37.7% 34.3% 34.0%

a) Metal Products
b) Nonmetal

31.4 31.2 30.4 30.9 31.4 31.6 30.5 29.5 27.2 23.9 23.7

Products 12.6 12.2 12.1. 11.6 11.6 11.1 10.9 10.7 10.5 10.4 10.3
Finance, Real Estate,

Insurance 5.8 5.9 5.8 5.6 5.6 5.5 5.6 5.8 6.0 6.5 6.7
Service 12.7 13.0 13.3 12.8 13.4 13.6 13.9 14.2 14.9 16.3 16.7
Government 10.4 10.6 11.0 11.3 11.0 11.4 11.7 12.5 12.7 13.6 14.0
Construction 4.7 4.7 4.8 4.6 4.9 4.1 4.7 4.7 5.1 4.9 4.4
Trade 17.5 17.6 17.8 18.7 17.7 18.1 18.2 18.1 18.9 19.7 19.4
All Non-

manufacturing 56.0 56.6 57.5 57.5 57.0 57.3 58.6 59.8 62.3 65.7 66.0
Total Employment 949,800 964,100 990,300 1,062,520 1,09.1,400 1,118,330 1,165,920 1,183,440 1,202,700 1,189,230 1,159,640*
*January 1972 - (All years 1965-71, June) - (1962-64 - Monthly average)
Note: Salient factor demonstrated is that long before the current economic downturn,

economic importance as a source of employment.
Source: Data from U.S. Dept. of Labor and Connecticut State Labor Dept.

here over the past 2 decades 1950-1960 and 1960-
1970. In addition, the actual 1971 personal income
data is presented as published by the U.S. Com-
merce Department in final form last August.
Personal income data is presented for the
United States, Connecticut; and 12 other indus-
trial states. The U.S. data makes possible a
comparison with the national trend and the se-
lected state data gives a comparison of economic
growth patterns in other industrial states with
which Connecticut competes.

The tabular data for personal income show
Connecticut's substantial growth through the
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manufacturing was declining in

1950's and 1960's, but 1971 data marks a definite
break in prior growth patterns. Most of the
New England states included in the 12 selected
industrial states also follow this pattern, although
their past growth does not equal Connecticut's,
nor does their low growth rate for 1971 sink as
low as Connecticut's.

Personal income growth in Connecticut for
1950-60 was 88.9%, over 10% above the national
average (Table B-5), and growth for 1960-70 was
105.1%, 4.1% above the national average. Con-
necticut's growth for these 2 decades ranked third
among the selected industrial states for 1950-60



TABLE B-5: Personal Income for the United States, Cmectiut, and 12 Selected
Industrial States

(Dollars in Millions)

1950 1960 1970 1971

United States (Total) 226,214. 39s,72(; 801,493 857,085
(Percent, Growth) 76.3 101.0 6.9

Per Capita 1,496 2.216 3,933 4,156

CONNECTICUT (Total) 3,779 7,122 14,638 15,322
(Percent Growth) 88.5 105.5 4.7

Per Capita 1,875 2,800 4,817 4,995

California (Total) 19,774 42,913 88,863 94,118
(Percent Growth) 117.0 107.0 5.9
Per Capita 1,852 2,704 4.444 4.640

Illinois (Total) 15,948 26,689 49,D61 53,400
(Percent Growth) 67.4 87.2 6.9
Per Capita 1,825 2,646 .4,486 4,775

Indiana (Total) 5.998 10,271 19,721 21,120
(Percent Growth) 71.2 92.0 7.1

Per Capita 1,512 2,198 3,787 4,027
Maryland (Total) 3,772 7,285 16,887 18,119

(Percent Growth) 93.1 131.8 7.4

Per Capita 1,602 2,340 4,287 4,522
Massachusetts (Total) 7,654 12,657 24,750 26,285

(Percent Growth) 65.3 95.5 6.2
Per Capita 1,633 2,453 4,343 4,562

Michigan (Total) 10,895 18,318 36,785 39,850
(Percent Growth) 68,1 100.8 8.3
Per Capita 1,701 2,338 4,133 4,430

New Jersey (Total) 8,934 16,526 32,930 35,146
(Percent Growth) 84.9 99.2 6.7
Per Capita 1,834 2,708 4,577 4,811

New York (Total) 27,841 46,178 86,391 91,742
(Percent Growth) 65.8 87.1 6.2
Per Capita 1,873 2,742 4,731 5,000

Ohio (Total) 12,930 22,762 42,501. 44,833
(Percent Growth) .

76.0 86.7 5.5
Per Capita 1,620 9.8 3,977 4,175

Pennsylvania (Total) 16,189 25,451 46,579 49,349
(Percent Growth) 57.2 83.0 5.9
Per Capita 1,541 2,247 3,94f., 4,147

Rhode Island (Total) 1,262 1,895 3,726 3,957
(Percent Growth) 50.2 96,6 6.2
Per Capita 1,605 2,216 3,918 4,126

Wisconsin (Total) 5,078 8,319 16,457 17,496
(Percent Growth) 69.7 90.9 6.3
Per Capita 1,477 2,175 3,712 3,912

Source: Survey of Current Business, .U.S. Dept. of Commerce (August, 1972).
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(Table 13-6 and Table 13-7), behind only California
and Maryland both times. However, Connecticut's
4.7ci, growth for 1970-71 falls to last among the
selected states (Table 13-8) and falls even below
the national growth rate of 6.9% (Table B-5).
Connecticut also ranked the third lowest among
all states, Iowa and Washington being lower for
1970-71 personal income growth which demon-
strates that its poor showing is not just peculiar
tc the selected states.

TABLE B-5: Growth Rate in Total Personal
Income, 1950-60, for Connecticut and 12

Other Industrial States
Rank Percent

1 California 117.0 %
2 Maryland 93.1
3 CONNECTICUT 88.5
4 New Jersey 84.9
5 Ohio 76.0
6 Indiana 71.2
7 Wisconsin 69.7
8 Michigan 68,1
9 Illinois 67.4

10 New York 65.8
11 Massachusetts 65.3
12 Pennsylvania 57.2
13 Rhode Island 50.2

Source: Based on Table B-5.

TABLE B-7: Growth Rate in Total Personal
Inconie, 1960-70, for Connecticut and 12

Other Industrial States
Rank Percent

1 Maryland 131.8%
2 California 107.0
3 CONNECTICUT 105.5
4 Michigan 100.8
5 New Jersey 99.2
6 Rhode Island 96.6
7 Mp,ssaclasetts 95.5
8 Indiana 92.0
9 Wisconsin 90.9

10 Illinois 87.2
11 New York 87.1
12 Ohio 86.7
13 Pennsylvania 83.0

Source: Based on Table B-5.
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TABLE B-8: Growth Rate in Total Personal
Income, 1970-71, for Connecticut and 12

Rank

Other Industrial States
Percent

1 Michigan 8.3%
2 Maryland 7.4
3 Indiana 7,1
4 6.9
5 New Jersey 6.7
6 Wisconsin 6.3
7 New York 6.2
8 Rhode Island 6.2
9 Massachusetts 6.2

10 Pennsylvania 5.9
11 California 5.9
12 Ohio 5,5
13 CONNECTICUT 4.7

Source: Based on Table B-5.

Connecticut's growth from 1950 to 1970 is
reflected in its personal income as a proportion
of the U.S. total (Table B-9). Personal income
in Connecticut grew consistently in 1950, 1960,
and 1970 as a percent of the U.S. total going
from 1.67%, 1.79% and 1.82().., respectively.
Connecticut's 1971 161,v economic growth reflected

TABLE B-9: Total Personal Income as Per-
cent of U.S. Total Personal Income, for
Connecticut and 12 Other Industrial States

(Figures in Percent)

United States
1950 1960 1970 1971

(Total), 100.00 100.00 100.00 100.00
CONNECTICUT 1.67 1.79 1.82 1.78
California 8.74 10.76 11.10 11.00
Illinois 7,04 6.69 6.23 6.23
Indiana 2.65 2.57 2.46 2.46
Maryland 1.66 1.82 2.10 2.11
Massachusetts 3.38 3.17 3.08 3.06
Michigan 4.81 4.59 4.58 4.64
New Jersey 3.94' 4.14 4.10 4.10
New York 12.30 11.58 10.77 10.70
Ohio
Pennsylvania

5.71 5.70
6.38

5.30
5.81

5.23
5.75

Rhode Island .55 .47 .46 .46
Wisconsin 2.24 2.16 2.05 2.04
Source: 'Based on Table B-5.



TABLE B-10. Sources of Personal Income in Connecticut in Relation to U.S. Total

$

1950-

% of
U. S.

1960

% of
U. S.

1970

% of
U. S.

1971

% of
U. S.millions $ millions $ millions $ millions

Wage and Salary 2,572 1.77 4,939 1.84 9,940 1.85 10,178 1.79

Property 606 2.21 1,098 2.08 2,463 2.16 2,583 2.16

Proprietor's Income 385 1.03 590 1.28 973 1.45 1,022 1.46

Other 72 1.88 245 2.04 603 1.87 651 1.78

Transfer Payments 186 1.23 418 1.47 1,176 1.47 1,467 1.56

Less: Personal Contributions
for Social Insurance 42 1.47 151 1.63 517 1.85 579 1.86

TOTAL 3,860 7,295 14,638 15,322

Source: Survey of Current Business, U.S. Department of Commerce, August, 1972;
Personal Income by States, Regional Economics Information System, Dept. of Commerce,
(1969).

in Tables B-5 and B-8, also shows up in Table B-9
where Connecticut's 1971 personal income as a
percent of U.S. total 1971 personal income falls
below the 1960 level of 1.79%. Most of the se-
lected states show no change in their 1970 and
1971 personal income proportion as a percent of
the U.S. total. Only 5 states showed a significant
change below the 1970 personal income propor-
tion: Connecticut, California, New York, Ohio,
and Pennsylvania.

The components of Connecticut's personal in-
come also reflect these growth trends (Table
B-10). Wage and salary dispersements have a
strong effect on the direction of growth site
these usually constitute over two-thirds (67%)
of Connecticut's personal income. In 1971 the
wages and salaries dropped almost to the 1950
level of Connecticut's wages and salaries percent
of the U.S. total which is partial explanation for
the 1971 drop-off. "Property" and "other" labor
income also fall below their 1950. levels.

Since wages and salaries are such a large pro-
portion of personal income, a breakdown of the
wage and salary components provides additional
insight into the growth pattern for Connecticut's
economy (Table B-11) . Manufacturing is the
largest component of personal income, although
its proportion has declined since 1950. In 1950
manufactur"ag 'constituted 50% of wages and sal-
aries, but by 1971 this proportion dropped to
38%. This drop-off is consistent with the declin-
ing proportion of manufacturing employees in
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Connecticut discussed in this section. The decline
in growth for manufacturing wages and salaries
explains the overall drop-off for wages and sal-
aries as a proportion of Connecticut's total per-
sonal income. Connecticut manufacturing wages
and salaries as a percent of the U.S. total for this
same component also registers a consistent decline
from 1950 to 1971 (Table B-12).

"Wholesale and Retail Trade," "Services," and
"Government" are the three net largest compo-
nents, in that order, of Connecticut's wages and
salaries. While "Wholesale and Retail Trade"
has remained a constant of 15% from 1950 to
1971, "Services" and "Government" as a percent
of wages and salaries have grown by about
40% in their respective proportions. "Services"
grew from 8.9% in 1950 to 14% in 1971, and
"Government" grew from 8.1% in 1950 to 14% in
1971. This growth for "Services" and "Govern-
ment" between 1950 and 1971 is also evident in
their growing proportions of the U.S. total
amounts for these same categories (Table B-12).

"Transportation, Communication and Public
Utilities," "Finance, Insurance and Real Estate,"
and "Contract Construction," in that order, are
the next largest components of wages and sal-
aries. Between 1950 and 1971, "Finance, Insur-
ance and Real Estate" grew from 5.1% to 6.8%,
as did "Contract Construction," 5.2% to 6.5%.
"Transportation, Communications and Public Util-
ities" generally remained constant at about 6%
of all wages and salaries. Each of these compo-



TABLE B-11: Components of Wage and Salary Dispersements in Connecticut
(Millions of Dollars)

1950 1960 1970 1971

Connecticut Wages & Salaries. $2,572 $4,939 $9,940 $10,178
Farms 28 25 25 24

Mining 2 6 10 10

Contract Construction 134 275 634 669
Manufacturing 1,318 2,339 4,040 3,832
Wholesale & Retail Trade 372 715 1,497 1,571
Finance, Insurance, Real Estate 130 283 633 695
Transportation, Communications, &

Public Utilities 143 273 522 558
Services 229 502 1,277 1,407
Government 209 511 1,281 1,389
Other Industries 6 10 92 23

Source: Survey of Current Business, T.J.S. Department of Commerce
Persoiwl Income by States, Regional Economics Information
(1969).

TABLE B-12! Connecticut Wage and Salary Components
(Figures in Percent)

(August, 1972) ;
System, Dept. of Commerce

as a Percent of U.S. Total

1950 1960 1970 1971

Connecticut Wages & Salaries 1.77 1.84 1.85 1.79
Farms 1.01 .93 .73 .67
Mining .01 .02 .17 .17
Contract Construction 1.68 1.76 1.96 1.91
Manufacturing 2.62 2.61 2.55 2.34
Wholesale & Retail Trade 1.44. 1.58 1.68 1.65
Finance, Insurance, Real Estate 2.23 2.28 2.34 2.35
Transportation, Communications, &

Public Utilities 1.02 1.20 1.30 1.29
Services 1.63 1.73 1.83 1.87
Government 1.00 1.10 1.16 1.17
Other Industries 1.65 1.87 2.00 1.89

Source: Survey of Current Business, U.S. Department of Commerce
Personal Income by States, Regional Economics Information
(1969).

nents' proportion of the U.S. totals for the same
category supports these growth patterns (Table
B-12).

The largest component of wage and salary dis-
persements, "Manufacturing," has registered a
substantial decline since 1950 both as a propor-
tion of Connecticut's wage and salaries, and of the
U.S. total for manufacturing wages and salaries.
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(August, 1972);
System, Dept. of Commie' ce

All other significant components of Connecticut's
wage and salary dispersements show consistent
growth from 1950 to 1971, except for "Transpor-
tation, Communications and Public Utilities,"
which registered growth only as a percent of the
U.S, total for the same category.

The personal income data shows that despite
Connecticut's prior growth, past growth patterns



have been slowed in 1971. While other Northeast-
ern states-follow this trend, Connecticut's person-.
al income registers the lowest growth rate among
the selected industrial states for 1971. Just how
sustained Connecticut's economic slowdown will
be is impossible to tell from the data. The Com-
mission's program addresses this issue and makes
recommendations to allow the State to resume its
growth.

Retail Sales
Another measure of Connecticut's economy is

the volume and trend of retail sales. Estimates
presented in Table B-13 show a steady increase in
the dollar volume since 1961. Connecticut's per-
centage of the national retail sales volume is also
shown and in recent years has stabilized at rose
to 1.6%.

TABLE 13 -13: Estimated Retail Sales in
Connecticut, 1960-71

(Millions of Dollars)

Total
Percent
of U.S.

1960 3,361 1.53
1961 3,338 1.52
1962 3,501 1.49
1963 3,682 1.49
1964 4,156 1.60
1965 4,441 1.58
1966 4,822 1.60
1967 5,050 1.62
19a' 5,412 1.60
1969 5,580 L60
1970 5,683 1.57
1971 6,252 1.59

Source: Sales Management, Survey of
Buying Power.

The retail sales trends in nearby Northeastern
states are summarized in Table B-14. Of the 6
states shown, only Connecticut has been able to
maintain or improve its retail sales position since
1961. In 1971 the other 5 states Jre 'estimated
to have a smaller portion of national retail sales.
Connecticut has shown a much more stable retail
sales pattern despite a slowdown in manufactur-
ing employment and production, indicating a basic
strength in the Connecticut economy.
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Table B-14 : Estimated Retail Sales of 6
Northeastern States as Percent of U.S. Total,

1961 1966 1971

Connecticut 1.52 1.60 1.59
Massachusetts 3.08 2.92 2.80
Rhode Island 0.45 0.46 0.43
New York 10.31 9.40 8.97
New Jersey 3.62 3.66 3.55
Pennsylvania 6.02 5.54 5.42

Source: Sales Management, Survey of
Buying Power.

Value Added by Manufacturing
Historically, Connecticut's substantial manu-

facturing activities have dominated the State's
economy. Estimates of the "value added" by
manufacturing operations give another viewpoint
to the profile and trends of Connecticut's economy.

The recent trend in "value added" by Connec-
ticut manufacturing activities is summarized in
Table B-15. Between 1958 and 1970 the value
doubled, although 1970 shows a decrease from the
peak year of 1969.

During the economic expansion in the mid-
1960's Connecticut's percentage of the nation's
total rose to a peak in 1966 of 2.46%. However,

TABLE B-15: Value Added by Manufactur-
ing in Connecticut, 1958-70

Calendar
Year

Value
(Millions of Dollars)

Percent of
U.S. Total

1958 3,200.3 2.26
1959 3,803.4 2.36
1960 3,784.6 2.31
1961 3,885.8 2.37
1962 4,210.0 2.35
1963 4,495.9 2.34
1964 4,754.4 2.31
1965 5,308.6 2.34
1966 '6,185;0 2.46
1967 6,389.8 2.44
1968 6,620.0 2.32
1969 7,172.2 2.S6
1970 6,580.0 2.21

Source: U.S. Bureau of Census, Annual Survey
,of Manufacturers, 1969, 1970.



Connecticut's share has declined in more recent
years and hit a low point in 1970 of 2.21%..

When "value added" data for Connecticut is
compared to the national picture on a per capita
basis-Connecticut's decline is even more strik-
ing. In 1960 Connecticut's per capita value added
by manufacturing, $1,493, 62% above the national
average. By 1970 Connecticut's $2,370 per capita
was only 32% above the national average.

Manufacturing trends in Connecticut are com-
pared with nearby and similar industrialized
states using value added data in Table B-16. All
the nearby Northeastern states .show declines in
1970 compared to 1960, except for Pennsylvania,
States contributing a larger portion of the value
added by manufacturing to the nation's economy
in 1970 conmared to 1960 are Pennsylvania, Ohio,
Indiana, Wisconsin, North Carolina, Texas, and
California.

These analyses indicatethat not only has Con-
necticut not been able to keep pace with the na-
tional growth in manufacturing but is falling
behind substantially, while other competing in-
dustrial states move ahead.

Economic Growth
The anatomy of a State's economic growth can

be expressed. in terms of its attractiveness for
export industries-those industries whose prod-
ucts are intended primarily far markets outside
the state. A state's growth rate and pattern are
promoted by its ability to produce export goods
and services at a competitive advantage with
respect to other states. Exports induce a flow of
income into the state which, in turn, expands its
local markets for both national and state-produced
goods and services. The extent of this so-called
multiplier effect is related to the economic and
industrial structure of the state and to competi-
tive factors, Thus, any comparative advantage a
state may have vis-à-vis other states is necessar-
ily relative. Whether the concern focuses on past
growth or potential expansion, the context must
necessarily be a competitive one. State economic
and industrial development is a highly competi-
tive matter in an open economy where production
inputs and outputs are highly mobile and trans-
ferrable.
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TABLE B-16: Value Added by Manufactur-
ing, Percent of U.S. Total, Connecticut and

Selected Industrial States
1960 1965 1970

Connecticut 2.31 2.34 2.91
Ma.:1chusetts 3.68 3.28 3.21
Rhode Island 0.55 0.53 0.47

New York 9.69 10.00 9.53
New Jersey 5.26 4.96 4.79
Pennsylvania 6.96 7.54 7.18

Ohio 7.00 8.09 7.76
Indiana 3.82 4.10 3.84
Illinois 7.71 7.82 7.43
Michigan 6.62 7.44 5.87
Wisconsin 2.41 2.72 2.62

Maryland 1.64 1.49 1.36
North Carolina 1.88 2.44 3.01
Texas 3.08 3.83 4.35

California 8,64 8.35 8.81

Sourer: U.S. Bureau of Census, ii nnnal Survey
of Manufacturers.

for Connecticut'

Export Industries
The most direct method of evaluating the

attractiveness to industry of a state is to examine
the employment structure of its labor force and
calculate the relationship between the correspond-
ing state and national patterns. These calcula-
tions, expressed as the ratio of an industry's
share of state employment to that industry's
share of national employment, are contained in
Table B-17. If the state specializes in a product
or service, it will have a greater proportion of its
labor force employed in that particular industry
than for the nation as a whole. Thus, a ratio
greater than one designates an export industry.

A comparison of the Connecticut economic base
for the years 1950, 1960, and 1970 affords a num-
ber of striking insights. First, the scope of the
export industries shows virtually no change over
the 20-year period. Manufacturing and financial
services (particularly insurance) are still the only
two industries with any substantial export orien-
tation. Moreover, the degree of export orientation



TABLE B-17: Index of Connecticut Industrial Specialization, 1950, 1960, and 1970

Industry 1970 1960 1950

Contract Construction and Mining 0.85 0.73 0.69

Manufacturing 1.35 1.44 1.47
Ordinance and Accessories 2.46 2.16 17.59
Primary Metal Industries. 1.14 1.38 1.58
Fabricated Metal Products 2.53 2.51 3.28
Machinery Except Electrical 1.83 2.50 2.82
Electrical Equipment and Suppliers 1.39 1.55 2.27
Transportation Equipment 2.86 2.77 1.12
Instruments and Related Products 9.79 2.88 3.22
Jewelry, Silverware, and Plated Ware 4.45 5.86 8.29
Food and Kindred Products 0.48 0.45 0.41
Textile Mill Products 0.78 0.99 1.58
Apparel and Other Textile Products 0.57 0.89 1.35
Lumber and Furniture 0.38 0.33 0.22
Paper and Allied Products 0.76 0.79 0.85
Printing and Publishing 1.04 1.01 0.92
Chemicals and Allied Products 0.86 0.97 0.78
Rubber and Plastic Products 1.69 2.58 2.94

Transportation 0.59 0.54 0.52

Communication 0.88 0.85 0.80

Wholesale Trade 0.77 0.67 0.62

Retail Trade 0.94 0.89 0.86

Finance, Insurance, and Real Estate 1.18 1.18 1.14
An Insurance (Carriers, Agents, etc.) 1.89 1.84 1.89

Insurance Carriers Only 2.07 1.99 2.08

Note: An index greater than one denotes an export industry; an index less than one, an importer.

The index is computed as follows:

e e
c n- -, where

E E
c n

ec = State employment in industry

= Total State employment
c

en = National employment in industry

En = Total National employment

Source: Computed from data provided by U.S. Department of Labor, Bureau of Labor Statistics.

of the Connecticut economy displayed consider-
able overall stability during this period.

Second, the conclusion is apparent that as
measured by the specialization index2 the service
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industry has supplanted manufacturing as the
most important export business in the economy
of the State of Connecticut. Third, while there
ww overall relative stability in the manufacturing



sector, different types of manufacturing experi-
enced significant shifts in the degree of export
orientation. For example, in 1950 textile manu-
facturing was a major source of Connecticut ex,
ports. By 1970, however, Connecticut was import-
ing textile products. In contrast, manufacturing
firms engaged in printing and publishing were
importing in 1950 and exporting in 1970. Finally,
for Connecticut manufacturing as a whole and for
most of its various components, there has 'oc-
curred a gradual decline in the degree of export
orientation over the 1950-70 period. Only print-
ing and publishing and transportation equipment
registered consistent increases in their contribu-
tions to the oxport markets.

An alternative method of identifying the State's
"breadwinners" is to relate State and national
data on population and value added or gross
product originating (GPO) by industry type. The
rationale of this procedure is that if the State

produces a greater percentage of the total (;PO
of an industry than corresponds to its proportion
of the total population. it is a net exporter of the
products or services; and, if its percentage of
GPO is smaller than that of its population, it is a
net importer of the output of the industry. An
approximate one-to-one relationship implies that
the State consumes an amount equal to its output.

The 'GPO/population data in Table 13-18 presetr,
essentially the same general pattern as in Table
B-17. Connecticut exports largely durable manu-
factured goods -and insurance products and serv-
ices. The importance of manufacturing generally
and of both subcategories of maimfacturing-dur-
able.and non-durablehas, however, been declin-
ing over time. This alternative calculation also
suggests that the service industries (e.g., business
and professional services) and contract construc-
tion are generating output for domestic and ex-
port markets.

TABLE B-18: Index of Connecticut Specialization:
Percent GPO* to Percent of Population, 1970, 1968, 1.967, 1963, 1959

Industry 1970 1968 1967 1963 1939

Contract Construction 1.34 1.24 1.30 1.24 1.21
Manufacturing 1.66 1.73 1.'30 1.83 1.79

Nondurable .98 1.00 1.01 1.09 1.12
Durable 2.14 2.21 2.33 2.36 2.29

Wholesale and Retail Trade 1.10 1.08 1.10 1.08 1.05
Finance, Insurance, Real Estate

(except Insurance Carriers) 1.46 1.47 1,53 1.51 1.56
Insurance Carriers 2.60 2.30 2.02 2.08 1.91

Transportation .70 .69 .69 .63 .64
Communications and Public Utilities 1.15 1.18 1.15 1.34 1.18
Services 1.26 1.24 1.27 1.24 1.24
Connecticut Population as Percent of U.S. 1.49 1.49 1.47 1.44 1.41
GPO as Percent of U.S. 1.81 1.81 1.85 1.79 1.74

Note: Index greater than 1.00 denotes export orientation. *Gross product originating in Connecticut.
GPO Pop

Computation of index is as follows: c c

Po
, where

p

GPO = Gross Product Originating in Connecticut Industry
c

GPO = Gross Product Originating in Nation for Same Industry
'n

P°P
c

= Connecticut Population

P°Pn = U.S. Population

Source: U.S. Department of Commerce, Bureau of the Census and Office of Business Economics.
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To sum up, expansion of the export industries national average-also favorably influence ex-
is at the core of Connecticut's future economic pansion in the volume of economic activities with-
growth. Connecticut's capacity to encourage ex- in a state. A state grows by attracting an in-
pansion and attract national industries-indus- (Teasingly larger proportion of the faster grow -
tries that produce for export to other states-will ing industries. Table 13-19 compares the growth
depend on their ability to compete in other of Connecticut employment relative to national
states. The crucial competitive element estab- rates of employment growth by major industry
lishes definite limits on the costs which these in- groups for the decade 1960-70. It also contains
dustries can support in Connecticut, whether they data on the changing relative employment im-
be for wages, freight charges, electric power, or portance of the various industry groups.
State taxes. The most noteworthy impression created by

the array of industries by growth rate relative
Growth Industries to the national average is the relatively slow

So-called "growth" industries those that are growth of the manufacturing sector, both nation-
expanding in employment at a rate exceeding the ally and more importantly and more pronounced

TABLE B-19: Growth of Connecticut Employment relative to National Norms, by Industry,
1960-70

Industry

Ratio of
Employment*
1970 to 1960 Relative

Change
Cun IL/

(3)

Percent of
Total Employment**

icut United States
-1960

(7)

Index
Specialization

Conn./
U.S.
1970
(8)

of

Conn./
U.S.
1960
(9)

Connect

Conn.

(1)

U.S.

(2)

.S. 1970

(4)

1960

(5)

1970

(6)
Total Employment 1.27 1,27 1.01 100.00 100.00 100,00 100.00
Contract Construction

and Mining 1.28 1.10 1.16 5.48 543 6.83 7.84 .80 .69
Manufacturing 1.09 1.15 .95 42.72 49.56 33.34 36.61 1.28 1.35
Transportation 1.18 1.05 1.12 2.61 2.81 4.62 5.56 .56 .51
Communications and

Public Utilities 1.28 1.25 1.02 2.62 2.60 3.13 3.17 .84 .82
Wholesale Trade 1.45 1.27 1.14 4.77 4.15 6.58 6.55 .72 .63
Retail Trade 1.41 1.32 1.07 17.01 15.32 19.11 18.28 .89 .84
Finance, Insurance,

Real Estate. 1.40 1.38 1.01 7.09 6.45 6.35 5.82 1.12 1.11
All Insurance 1.33 1.29 1.03 4.06 3.88 2.27 2.24 1.79 1.73
Insurance Carriers 1,31 1.26 1.04 3.52 3.41 1.80 1.81 1.96 1.88
Services 1.n4 1.57 1.04 17.68 13.68 20.02 16.18 .88 .85

*Excludes public employment.
*These ratios differ from thosein Table B-17 due to the exclusion of public employment.
Source: U.S. Department of Labor, Bureau of Labor Statistics, U.S. Department of Commerce, Office

of Business Economics ; and Connecticut Department of Labor, Employment Security Division.

in Connecticut (columns 1-3). While total private
employment in Connecticut and the nation in-
creased 27% between 1960 and 1970, employment
in manufacturing rose by only 9% in Connecticut
and by 15% for the nation as a whole. In other
words, Connecticut is growing slowest, relative
to the country as a whole, in that industry in
which the State has historically specialized most.
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Recall also from Tables B-17 and B-18 that Con.,
necticut manufacturing is still a significant ex-
porter, though of declining importance. Prob-
ably the most important inference to be drawn
from Table B-19 is that Connecticut cannot re-
alistically look to manufacturing in general for
future expansion of employment opportunities
and foi' the base of economic growth.



All .other major industrial categories in Con-
necticut exhibited a 1.0 year growth rate above
the corresponding national average. The indus-
tries that recorded a growth rate of 10% or more
than their pro rata share of employment growth

cont ract construction, t ransportat ion, and
wholesale trade are, however, distinctly orient-
ed toward domestic or local markets (columns S
and 9). That is, they are (he beneficiaries of eco-
nomic growth (i.e., increased population and per
capita incomes) but not prime contributors to
economic growth. Of all the industries with above-
average growth rates, only financial services gen-
erally and insurance in particular are consistently
major exporters of products and services (i.e.,
the inde.strial core of Connecticut economic
growth). It follows that these areas, which are
both national market oriented and growth induS-
tries as here defined, will have the capacity to
Provide both the base for economic. growth and
the opportunities for expanding employment pro-
vided, they develop in Connecticut to their fullest
potential. This in-State development depends on
competitive factors.

Columns 4-7 of Table B-19 give the percentage
composition of private employment by industry
group for Connecticut and the U. S. for 1960
and 1970. In 1960, almost 50% of Connecticut
employment was engaged in manufacturing of
various types. Ten years later, this prOportion
had declined to approximately 43% of the total.
Financial services, on the other hand, increased

in relative importance over the same period. The
largest gains were posted by retailing and services
(personal, business, and professional).

Trends
This section has underscored how important for

the economic growth of the State of Connecticut
is its capability to attract and encourage the ex-
pansion of national or export-oriented industries.
Export industries are the core of State economic
development. It has also stressed the inter-state
competitive framework within which the economic
development process operates, Further, the direct
and indirect impact on Connecticut resident
income and employment of its export indus-
tries extends throughout the economy. Similarly,
"growth" industries positively affect the 'variety
and volume of economic, activities and employ-
ment opportunities within the State.

By any measure of economic impo-Aance, the
service industry is a major stimulus to the growth,
stability, and continued development. of the Con-
necticut economy. It is the prime export and
growth industry in the State, and its importance
is likely to increase over' time as the industrial
structure of the State and the nation shifts away
from durable goods manufacturing to the service
sectors. The rate of increase in Connecticut, how-
ever, as with any industry competing in the na-
tional market, will be determined ultimately by
differential locational costs.

Tax Impact in Connecticut

AnalysisTechniques Used
This analysis of the impact of taxation will

describe: (1) the behavior of the existing tax
structure in terms of revenue raising capability,
how that capability might be affected through a
change in tax structure, and how tax revenues are
affected by the economic climate in which they
function; (2) who actually bears the burden of
taxation, entailing a description not of who pays
taNfes, but rather the actual place where the final
burden of payment rests (incidence); (3) what
similarities and differences there might be in
State and local government compared to the rest
of the nation. A discussion along these lines is
not intended to be encyclopedic but to provide
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some reference as to what impact taxes do have
in Connecticut.

The first element in describing the revenue
raising capability of Connecticut's taxes is what
economists call "elasticity." Elasticity is a term
describing the annual percentage growth of state
tax revenues for every 1%, growth of the state's
economy. This technique enables one to measure
the performance of taxes, collectively or individu-
ally, in comparison with The growth rate of a
state's economy. The Commission's findings show
that Connecticut's elasticity is .90 which means
that for every 1% growth in the State's economy,
taxes will grow, on the average, 9/10 of 1%.
More simply, if Connecticut's economy grew 6%



in one year, tax revenues would grow 5.4% in
that same year-90 (1,'; of the 6% economic growth.

The elasticity analysis of the existing Con-
necticut tax structure enabled the Commission to
project revenue growth in Connecticut for the
coming 5 years. This was possible by examining
the personal income growth for Connecticut (used
here to measure economic growth) over the next
5 years and then applying the elasticity to the
annual economic growth.

The second element under review is who actu-
«Ily hears the burden of taxes (tax incidence).
The study of incidence. provides a useful review
of not only the burden of taxation by income level,
but just as importantly, how each income level
benefits through governmental expenditure of tax
moneys (expenditure incidence). The total effect
of tax burden and expenditure benefit can be
combined to give a measure of the .nel effect,
technically termed "net fiscal incidence." The
thrust of the analysis of incidence is that Con-
necticut's State and local governments have tax
and spending. policies which greatly benefit lower
income groups. This means that as family income
decreases, the benefit derived from governmental
tax and spending policies increases. Further, the
incidence study shows that the Connecticut tax
structure when taken as a whole and with the
Federal tax structure superimposed can be
classed as proportional to mildly progressive.

The third element of this section is taken from
the Advisory. Commission on Intergovernmental
Relations' study of each state's tax structure'
The ACIR approach was to average each indi-
vidual tax rate for all 50 states and then levy
this average tax in each state to determine the
revenue produced so that interstate comparisons
could be made. While ACIR admits an element of
artificiality in this approach, there is an advantage
of bringing together for convenient summary ref-
erence various tax items broadly resembling one
another in the extent to which they must be
locally borne or may allow more geographic shift-
ing of burdens.

Elasticity Concept
The of a state tax structure is a val-

uable tool for (1) describing the year-to-year re-
sponsiveness of taxes to economic growth, and (2)
estimating the future growth of taxes. This latter
use is of great importance to the Commission in
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its effort to project as accurately as possible the
future growth of Connecticut's revenue from
existing taxes,

The elasticity concept is designed to measure
the response of zi tax or all taxes of a state to
economic growth in that state. Elasticity is usu-
ally defined as the percentage change in tax yield
per 1 (,;;7 change in income. Naturally, tax yields
can change as a result of (1) adding new taxes.
(2) rate and base adjustments. and (3) automatic
growth regardless of discretionary adjustments
mentioned in numbers 1 and 2. Elasticity meas-
ures this latter element of taxes which is only
the 'automatic component of a state's revenue
-growth as separated from changes enacted by leg-
islatures. More accurately, then, elasticity meas-
ures the sensitivity of tax collections from some
constant rate and base -structure to increases in
some measure of income. This means that all
taxes are based on the rate structures of one given
year and adjusted as if no tax rate increases ever
took place.

Personal income is the economic series most
commonly relied upon by economists for elasticity
studies, although Gross State Product has been
used. (The presentation in Volume I, Part C, uses
personal income.)

The derived elasticity permits interpretation of
the State's revenue capacity. Elasticity shows the
growth of taxes for every 1% growth in the
State's personal income. An elasticity of more
than 1.0- indicates growth greater than personal
income; and less than 1.0 indicates growth less
than that of personal income.' If the coefficient
exceeds 1.0, the tax is considered responsive or
elastic; a coefficient of less than 1.0 designates an
unresponsive or inelastic tax, and a 1.0 coefficient
describes a proportional or unit elastic source.

Depending upon the composition of taxes, state
tax structures respond quite differently to the
process of economic growth. While not an abso-
lute, it can be generally stated that state tax
structures which rely primarily on income taxes
(personal or business) can expect to have an over-
all elasticity of 1.2 or greater; those relying on a
sales tax or on a balance between income and
sales taxes, close to 1.0; and those relying on sales
and commodity taxes, less than 1.0. Not every
state has a tax structure that neatly approxi-
mates these three classifications; however, the
overall trend is quite discernible from the ACIR
19675 elasticity study of each state's tax structure



(Table B-20). At the time of this study, most of
the states' tax systems in column 1 and at the
beginning of column 2 were dominated by sales
and commodity taxes, whereas those states in col-
umn 3 generally had broad based income taxes.
Most other states in column 2 had both sales and
income taxes and a corresponding elasticity of
about 1.0.

The elasticity of Connecticut's General Fund tax
structure is calculated to be .90 (See Vol. I, Part
C, "Elasticity of General Fund") which indicates
that for every 1% growth of Connecticut's per-
sonal income, tax revenue will grow 9/10 of 1%.
Using as a guide the latest ACIR elasticity study

in Table B-20, Connecticut can be classified as
having a medium elasticity, which is how Con-
necticut was defined by ACIR in 1.967.

Elasticity studies by economists on this rela-
tionship of constant tax growth and some eco-
nomic measure of income identified income taxes
as being highly sensitive (high elasticity) ;- gen-
eral sales taxes as usually proportional to income
growth (proportional elasticity) ; and selective
commodity taxes on such items as cigarettes,
motor fuels, and alcoholic beverages as relatively
unresponsive to income change (inelastic).'

The elasticity of Connecticut's taxes conforms
to these other works and to established theoretical

TABLE B-20: Response of State Tax Structtires1 to
in Personal Income, 1967

One Percent Change

Low to medium
elasticity

(0.70 to 0.89)
Percent

Stale Weighted of tax
elasticity collections

included

State

Medium to high
elasticity

(0.90 to 1.19)
Percent

Weighted of tax
elasticity collections

included

State

High Elasticity
(1.20 and above)

Percent
Weighted of tax
elasticity collections

included

Nebraska 0.70 56.0 Tennessee 0.902 71.42 Hawaii 1.21 93.0
Ohio 0.77 75.2 N.H. 0.902 61.82 Iowa 1.21 77.9
Texas 0.80 61.4 New Mex 0.91 63.6 Utah 1.21 76.7
.Maine 0.81 79.8 Wyoming 0.91 61.9 Wisconsin 1.21 73.0
New Jersey.... 0.812 67.82 Illinois 0.923 84.43 Arkansas 1.25 76.3
Florida 0.84 75.0 Mississippi .... 0.93 81.2 Montana 1.25 66.7
South Dakota 0.84 81.1 Washington .. 0.93 81.8 Minnesota 1.27 66.9
Connecticut .. 0.85 65.7 Maryland 0.95 81.0 Virginia 1.27 77.1
Penn. 0.86 67.4 Rhode I. 0.95 72.6 New York 1.29 74.6
Michigan 0.89 69.2 Delaware 0.97 62.4 Idaho 1.393 74.43
W. Virginia.... 0.89 87.3 Louisiana 0.98 52.3 Oregon 1.40 71.4

Arizona 1.00 71.4
Kansas 1.00 77.8
Nevada' 1.003 80.43
N. Dak. 1.02 67.5
Oklahoma 1.043 63.7
Alabama .. 1.05 82.1
Georgia 1.06 83.8
S.C. 1.06 80.8

1Includes individual income, gen-
eral sales and selected sales taxes.

Calif.
Colorado

1.07
1.08

70.3
78.3

2Excludes individual income tax re- Missouri 1.09 51.9
ceipts due to lack of elasticity
estimate. Alaska 1.102.3 27.82,3

3Elasticity may be slightly over- Indiana 1.11 85.9
stated since rate increases were
not totally excluded from selected
sales tax elasticity estimate.

Kentucky
N.C.

1.14
1.14

77.9
74.6

Vermont 1.15 73.6
Mass. 1.19 71.6

Source: ACIR, Fiscal Balance in the American Federal System (Washington, D.C., 1961).
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views. Connecticut's taxes on busbies,: incomes
generally demonstrate an elasticity close to 1,0 or
higher: corporation business tax, .967; gas, water,
and electric companies, 1.0(1; telephone companies,
1.25: and insurance companies. 1.26, Connecticut's
sales tax has an elasticity of The various
commodity taxes are inelastic, generally having an
elasticity well below 1.0; cigarettes, .22; alcohol,
.30; and gasoline.

In total. Connecticut's revenue growth responds
.90 for every ir=', growth in the S_ate's economy
which is measured by personal income.

'ocislence of Taxation
A vital element in an analysis of the impact of

taxation is ho actually pays the tax levy and
who benefits by governmental expenditures. This
is essentially a question of the effects of income-
redistibution and is vital to any analysis of tax
impact. The principal reason behind any income
redistribution analysis is to ascertain net fiscal
incidence which can be defined as the burden of
taxes on each income group subtracted from the
benefit, enjoyed by these same income groups from
governmental expenditures.

A study of net fiscal incidence in Connecticut
was made in 1970 by Thomas and Navarro Eapen
acting as consultants to the Connecticut State
Revenue Task Force." This study will be used as
the principal reference on Connecticut's State and
local tax incidence, For a more complete descrip-
tion of the impact of taxes in Connecticut, the in-
cidence of Federal taxes is also presented.

'Iwo Tax Foundation studies are the primary
reference sources for the Federal data.1° Both the
Eapen and Tax Foundation studies were adapted
to 1967 Connecticut IRS adjusted gross income
that the tax incidence of each level of government,.
(Federal, State, and local) could be represented
for Connecticut.

Derivation of net fiscal incidence is accomplished
by apportioning the total amount of some meas-
ure of income received into each income bracket
in which Connecticut families and unrelated indi-
viduals are classified. Following this, tax receipts
from Connecticut residents to government are
allocated by income group. Here it is important
to determine exactly where the incidence of taxa-
tion occurs, and not simply the place of collection.
For example, althowth a tax can be paid by a
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business or person, the actual burden may not
really lie with the party who formally paid the
tax. The burden can be "shifted," in whole or in
part, forward to the final consumer, or -back-
ward" to owners or stockholders, or absorbed
within the operation by the manufacturer, or
shifted to sonic other intermediate party who
processed the article or service. Generally, most
economists assume that taxes are shifted forward
to the consumer. (The incidence study by Eapen
prepared for Connecticut's State Revenue Task
Force also adopts this approach.)

Also necessary for determining net fiscal inci-
dence is to distribute benefits accruing from gov-
ernmental expenditures to Connecticut residents
by income group, fFhe main objective is to ascer-
tain who really benefits from such expenditures.
or in other words, "expenditure incidence." The
value of the goods and services to recipients is
generally assumed to be the cost to government
of providing such services. With this informa-
tion, it is possible to estimate for families of each
income group in Connecticut, (a) the total taxes
paid by them as a percent of their total income,
(tax incidence), (b) total benefits from govern-
mental expenditures as a percent of income in
each income group (expenditure incidence), and
(c) the net benefit of taxes and expenditures as a
percent of income by each income category (net
fiscal incidence).

The thrust of studying tax incidence is ulti-
mately to determine the progressive, proportional,
or regressive nature of a tax system. Incidence
of taxes is defined as progressive when the per-
cent of income for taxes increases as income also
increases. In this fashion, a larger percentage of
taxpayers' income goes toward taxes as their in-
come rises. Incidence of taxes is proportional
when taxes take the same percentage of income
from all income levels. Incidence of taxes become
regressive when taxes take a greater percentage
of income as income declines. The 1967 State and
local expenditure incidence for Connecticut by
income level appears in Table B-21, Column 3
shows the total State and local tax system to be
regressive in Connecticut. A separate breakdown
for the State taxes indicates the State tax struc-
ture in 1967 is generally proportional and slightly
regressive at either end of the income scale. The
incidence of the local property tax, however, is
regressive (column 7), and since the local tax
constituted more than half of all State and local



TABLE B-21: Fiscal Year 1.967 Tax Receipts* of Connecticut State and
and Their Incidence on Income

(in $ thousands)

Local Governments

Income Class

(1)

Income
Amount*

(2)
Distribution
of State &
Local Tax
Receipts

(3)

State & Local
Incidence

(4)

Distribution
of State Tax

Receipts

(5)

State
Incidence

(6)

Distribution
of Local Tax

Receipts

(7)

Local
Incidence

Under $2,000 $ 120,000 $ 19,634 16.4 $ 6,020 5.0 $ 13,614 11.3

2,000 - 2,999 130,000 19,157 14.7 5,471 4.2 13,686 10.5

3,000 3,999 180,000 18,255 10.1 7,422 4.1 10,833 6.0

4,000 - 4,999 240,000 26,605 11.1 9,760 4.1 16,845 7.0

5,000 5,999 350,000 31,937 9.1 15,560 4.4 16,377 4.7

6,000 7,499 780,000 68,292 8.8 31,298 4.0 36,994 4.7

7,500 - 9,999 1,640,000 138,721 8.5 64,588 3.9 74,133 4.5

10,000 - 14,999 2,640,000 245,208 9.3 115,450 4.4 129,758 4.9

15,000 and over 3,920,000 267,837 6.8 136,634 3.5 131,203 3.3

$10,000,000 $835,646 8.4 $392,203 3.9 $443,443 4.4

*Includes Taxes, Licenses & Fees.
**Author uses family money income as defined by the U. S. BureaU of the Census.

Source: A. T. Eapen and A. N. Eapen, Incidence of Taxes and Expenditure of Connecticut State and Local
Fiscal Year 1.967, A paper prepared for the Connecticut State Revenue Task Force, 1970.

Government,

TABLE B-22: Allocation of Connecticut Sales
Tax by Income Level, Fiscal Year 1967

(1) (2)

Distribution
Income of Sales Tax Sales Tax
Class Receipts Incidence

TABLE B-23: Distribution of Benefits from
Expenditures of Connecticut State and Local

Governments, Fiscal Year 1967
(1) (2)

Distribution State and
of State & Local Local Benefit

Income Class Expenditures Incidence

Under $2,000
2,000 2,999
3,000 - 3,999
4;000 - 4,999
5,000 - 5,999

6,000 7,499
7,500 - 9,999

10,000 14,999
15,000 and Over

(000's of Dollars)
$ 1,533

1,361

1,949
2,623
4,167
8,341

18,003
31,971
39,149

1.3

1.0
1.1

1.1

1.2

1.1

1.1

1.2

1.0

1.0

Under $2,000
2,000 2,999
3,000 - 3,999
4,000 - 4,999
5,000 - 5,999
6,000 - 7,499
7,500 - 9,999

10,000 - 14,999
15,000 and Over

*Higher level of expenditures
due to deficit spending.

$ 77,845
50,644
45,992
51,183
64,658

120,831
189,340
230,707
191,992

64.9
39.0
25.6
21.3
18.5
15.5
11.5
8.7
4.9

$1,023,192* 10.2

over tax receipts is
$109,097

Source: A. T. Eapen and A. N. Eapen, Incidence
of Taxes and Expenditure of Connecti-
cut State and Local Government, Fiscal
Year 1967, A paper prepared for the
Connecticut State Revenue Task Force,
1970.
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Source: A. T. Eapen and A. N. Eapen, Incidence
of Taxes and Expenditures of Connecti-
cut State and Local Government, Fiscal
Year 1967, A paper prepared for the
Connecticut State Revenue Task Force,
1970.



TABLE B-24: Net Fiscal Incidence

Income Groups

(1)
Tax

Incidence*

16.4

(2)
Expenditure
Incidence**

(3)
Net

Incidence
(2 - I)

48.5Under - $2,000 64.9
2,000 - 2,999 14.7 39.0 24.3
3,000 - 3,999 10.1 25.6 15.5
4,000 - 4,999 11.1 21.3 10.2
5,000 - 5,999 9.1 18.5 9.4
6,000 - 7,499 8.8 15.5 6.7
7,500 - 9,999 8.5 11.5 3.0

10,000 - 14,999 9.3 8.7 -0.6
15,000 and Over 6.8 4.9 -1.9
*Table B-21, column 3.

**Table B-23, column 2.
Source: A. T. Eapen and A. N. Eapen, Incidence

of Taxes and Expenditure of Connecti-
cut State and Local Government, Fiscal
Year 1967, A paper prepared for the
Connecticut State Revenue Task Force,
1970,

taxes in 1967, it influenced the entire State-local
structure to be regressive.

A major influence on the proportionality of the
State tax structure is the sales tax. The sales tax
constitutes such a large portion of State tax coil
lections" that its proportional incidence (Table
B-22, column 2) has a strong influence on the in-
cidence oi..the total system.

Up to this point, only the tax incidence half of
net fiscal incidence has been discussed. Expendi-
ture incidence comprises the other half of net
.fiscal incidence and is defined as the benefit from
governmental expenditures received by faMilies
as a percent of their income. The combined 1967
expenditure incidence for Connecticut State and
local goVernment by income category is heavily
progressive (Table B-23, column 2) and more
than offsets the regressive tax incidence (Table

B-24, column 3).

From these two tables net fiscal incidence of
the taxes and expenditures of Connecticut State
and local government can be found. Tax incidence
(Table B-21, column 3) involved computing the
ratio of taxes allocated to each income group to
the total income of -that group. Expenditure in-
cidence ,(Table B-23, column 2) was derived by
taking the ratio of benefits from expenditures al
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located to each group to total income of that
group. Net fiscal incidence is derived by taking
the ratio of the net effect of the allocation of
taxes and expenditures on each income group to
the total income of that group. This is done by
simply subtracting tax incidence from expendi-
ture to arrive at net fiscal incidence (Table B-2,1).

A positive net fiscal incidence means that a par-
ticular income group experienced an increase in
its income clue to government tax and expenditure
(income redistribution) programs which means
positive numbers in column 3, Table B-24; a nega-
tive net fiscal incidence shows a loss of income for
the income group which means negative numbers
in column 3, Table B-24. This means that gov-
ernment takes a portion of income in the forni of
taxes. but can expend this tax money so that (1)
taxpayers receive. in return from government
more benefit in the form of goods and services
than they paid for through taxes (positive) or,
(2) taxpayers receive in return from government
less benefit in the form of goods and services than
they paid for through taxes (negative), Net fiscal,
incidence is defined as progressive if the rates in
column 3, Table. B-24 are positive and decreasing
from the lower to the upper income categories.
This means that goVernment is giving back to
lower income groups, more so than to higher in-
come groups, more goods and services iri excess
of what they paid for through taxes. Net fiscal
incidence can be negative but still progressive as
long as the absolute values in column 3, Table
13-24 increase as income increases. In this case,
government takes money from family income in
the form of taxes, in excess of the benefit returned
to taxpayers in goods and services, but upper in-
come groups experience a greater loss than lower
income groups. It follows that if the absolute
values are positive and increase as the income
scale increases the net fiscal incidence is positive
but regressive. This means that government is
returning to higher income groups, more so than
to lower income groups, more goods and services
in excess of what they paid for through taxes.

A progressive net fiscal incidence also could be
said to mean that lower income groups experience
a greater increase or a lesser decrease in their in-
come than do higher income groups as a result of

,government tax and expenditure policies (income
redistribution). Conversely, regressive net fiscal
incidence could be said to mean that higher income
families benefit more or are burdened less than
lower income families because of government tax



and expenditure policies. In short, a progressive
system of net fiscal incidence assists in narrowing
the gap between high income and low income fam-
ilies, while a regressive pattern intensifies income
inequities.

Table B-2.1 shows that Connecticut has it strong
positive-progressive net fiscal incidence up to the
$10,000 category. After reaching the $10,000
level, net fiscal incidence becomes negative, but
remains progressive.

While the foregoing material provides a descrip-
tion of State and local tax and expenditure pat-
terns in Connecticut, the impact of Federal taxa-
tion in Connecticut is needed to round out the pic-
ture. Net fiscal incidence of the Federal tax and
expenditure policies has been studied by the Tax
Foundation.'2 But because of different income
distribution assumptions and time periods of that
study, the data cannot be tied in directly with the
Eapen .-data. The problem of different time periods
between the two studies can be overcome by sim-
ply updating the Tax Foundation tax collection
data to 1967. The different income distribution
assumptions used by each study present a differ-
ent i'oblem. Consistency of the absolute dollar
amounts for the two studies requires a common
income base. Here; the actual 1967 IRS returns
for adjusted gross income provides an acceptable
alternative for comparing tax incidence of both
the Federal and State-local systems.

Incidence of Federal taxes is heavily progressive
as Table 13-25, column 2, shows the percent of in-
come going for Federal taxes increasing as income
increases. In fact, the progressivity of the Fed.
eral system is pronounced enough and the 'amount
of Federal taxes So large, that when they are
added to Connecticut's State and local taxes, a pro-
portional tax structure results with progressivity
at the lower and upper income levels. (Table B-25,
column 8 and Chart B-3).

Expenditure incidence of Federal taxes for each
state and by income level cannot be presented
primarily because the Commission could find no
study that analyzed Federal expenditure incidence
at the individual state level. Federal expenditure
incidence is available only on a national scale. The
Tax Foundation study of 1965 Federal expendi-
tures showed the expenditure incidence to be very
progressive, i.e., government expenditures con-
tributed a larger portion of benefits to family in-
come as income declined.'3
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CHART B-3
Federal, State, and Local

Taxes in Connecticut by Income Group
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The derivation of net fiscal incidence for the
Federal level produces a heavy positive-progres-
sive net fiscal incidence." Assuming that the Fed-
eral income redistribution policies have not altered
drastically since 1965, it is reasonable to assume
that positive-progressive net fiscal incidence at the
Federal level, when tied in with the positive-pro-
gressive State-local net fiscal incidence produces a
strong overall net fiscal incidence system.

The results of the studies cited indicate clearly
that the incidence of the Connecticut tax struc-
ture is regressive while that of the benefits from
public expenditures is progressive. The net result
as indicated by the combined het fiscal incidence
is progressive.

Regressivity 'If the incidence of the tax struc-
ture is manifestly due to the regressivity of the
property tax. It is evident that increased reliance
on this tax would heAd to a further accentuation
of the regressivity of the tax structure. Since the
sales tax, with ess items'' excluded from the
tax base, has a proportional incidence, increased
reliance on it presumably would not promote the
regressivity of the tax structure.

Although the State-local tax structure is re-
gressive, the net fiscal incidence is progressive.
This is because of the progressivity of the inci-
dence of expenditures, which more than compen-
sates for the regressivity of the tax structure.

Net fiscal incidence nationally shows the Fed-
eral system to be heavily progressive, reinforcing
the same progressive Connecticut State-local sys-
tem.

Comparative State and Local Measures
In this section on tax impact comparisons of all

50 states are presented. The emphasis here is to
broaden perspective by comparing Connecticut
State and local taxation with other states from
U.S. Census Bureau publications.

A comparative measure useful for comparing
tax burden is taxes per capita for each of the 50
states. Table B-26 shows per capita tax burden
by state for the 11-year period 1960-61, 1965-66
as the midpoint, and 1970-71. The per capita
State and local tax burden for Connecticut in 1960-
61 was $222.72, ranking Connecticut 16th among
all other 50 states. In 1965-66, Connecticut ranked
13th nationally, and by 1970-71 per capita taxes
grew to $533.19, ranking Connecticut 7th among
all other states.



TABLE B-26: U.S. Taxes Per Capita by State

Alabama
Alaska
Arizona
Arkansas
California

Colorado
CONNECTICUT

wDelaare
Florida
Georgia

Hawaii
Idaho
Illinois
Indiana
Iowa

Kansas
Kentucky
Louisiana
Maine
Maryland

Massachusetts
Michigan
Minnesota
Mississippi
Missouri

Montana
Nebraska
Nevada
New Hampshire
New Jersey

New Mexico
New York
North Carolina
North Dakota
Ohio

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina

South Dakota
Tennessee
Texas
Utah
Vermont

Virginia
Washington
West Virginia
Wisconsin
Wyoming

Rank

9
18
20
50

3

99
7

10
:37
43

2
32

8
31
91.

98
45
35
30

9

5
14
12
46
:39

26
25...)

.1

36
11

33
1

41
27
38

44
29
23
19
48

24
47
40
34
13

37
15
42

6
17

1970-71--
275.72
.166.37
462.46
268.98
603.22

447.48
53:3.19
499.49
374.6:3
332.04

613.69
:398.79
513.48
401.70
450.76

41.6 .34
:316.30
379.38
411.07
508.17

548.54
491.33
497.70
315.18
360.61

22.71
431.71
579.30
375.20
498.55

391.17
688.60
336.27
419.58
363.87

322.99
416.13
444.37
465.96
297.53

435.32
301.94
342.66
387.50
495.1f!

372.29
486.90
333.96
534.90
482.83

Rank

49
25)

18
47

2

g
13
10
33
44

3
24
19
26
12

15
45
35
32
23

6
14
9

48
36

21
34

4
39
09

29
1

13
30
37

38
16
31
20
50

28
46
40
27
17

41
7

42
5

11

1965-66

181.73
286.84
296.19111

7:230:185739

334.66
315.72
:322.09
250.90
205.95

:365.32
286.98
296.15
284.68
316.60

:302.90
19:3.19
245.24
253.12
287.72

:335.1:3
309.91
:331.75
18.1.18
245.15

289.91
32137726

?39.7.1
287.86

261.35
409.94
207.28
259.32
242.87

240.09
299.07
260.83
290.39
180.84

275.62
193.19
219,52
281.68
296.92

211.22
334.89
208.98
342.56
319.65

Rank

50
28
91

47
1

(1

16
20.

31
18
32
14

7
43
3:3
35
25

4
11
10
48
39

12
34

3

36
9

38
2

45
26
27

37
17
29
22
49

19
46
40
24
23

44
8

42
13
15

1960-61

120.71
192.74

3299,111:

998.15

249.07
222.72
212.66

149.29

250.53
189. 3:,
220.46
188.69
227.35

245.31
146.29
188.23
183.67
203.83

250.97
231.41
236.86
131.78
169.94

231.09
184.56
281.27
181.80
238.45

176.60
292.90
144.04
199.53
19.1.04

181.69
221.46
191.45
.211.53
131.53

215.94
136.27
164,11
207.86
210.13

144.94
239.77
149.{;3
230.16
223.96

Source: Governmental Finances in 1970-71, U. S. Bureau of the Census.
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TABLE 13-27: Summar.. Measures of Relative Revenue Effort in Individual States.
by Level of Government: 1966-67

States
Total

All revenue sources

State Local
government governments

Total

Taxes

State
government

Loch.
governments Total

NO0111% sources

State Local
government governments

Alabama 97 114 80 89 115 56 124 110 131
Alaska 106 118 88 104 132 72 108 101 127
Arizona 108 118 99 109 118 100 104 118 943

Arkansas 89 109 68 83 112 49 11.1 87 132
California 105 96 113 108 96 120 95 95 95

Colorado 107 101 114 106 98 115 113 115 111
CONNECTICUT 93 87 99 93 8,1 103 92 105 81
Delaware 102 139 62 90 136 40 152 153 151
Dist. of Columbia 85 101* 70* 90 101* 7,1* 62 N X X 62
Florida 92 88 96 84 88 81 121 88 137

Georgia 98 106 90 92 107 73 117 9.1 127
Hawaii 124 181 70 135 208 68 93 109 74
Idaho 108 121 94 105 123 8.1 121 115 124
Illinois 85 73 96 84 73 97 86 76 91
Indiana 98 96 100 95 92 99 109 117 103

Iowa 10.1 10.1 10.1 104 10.1 10:3 1013 106 106
Kansas 97 94 100 96 9.1 98 101 95 105
Kentucky 93 113 72l... 85 110 57 126 130 12:3
Louisiana 91 107 70 90 111 60 96 93 102
Maine 102 101 103 105 101 110 88 102 68

Maryland 102 106 99 103 105 100 99 107 95
Massachusetts 112 104 121 121 106 139 77 87 72
Michigan 101 108 94 100 107 92 106 115 101
Minnesota 116 114 118 119 113 127 104 116 98
Mississippi 102 120 84 98 120 71 116 121 114

Missouri 90 84 96 86 82 91 106 97 111
Montana 95 86 103 93 81 106 100 109 92
Nebraska 85 64 100 78 56 101 102 117 98
Nevada 77 67 88 71 65 80 101 85 107
New Hampshire 84 69 103 81 (31 104 104 115 92

New Jersey 94 71 117 97 68 129 82 88 78
New Mexico 95 114 6F 92 199 52 103 97 115
New York 126 127 124 1:38 13:3 1.13 86 99 80
North Carolina 97 122 70 94 127 55 110 93 124
North Dakota 99 98 100 97 90 10.1 102 109 89

Ohio 87 76 97 82 71 94 108 113 107
Oklahoma 88 98 76 80 96 61 118 103 137
Oregon 101 104 98 101 102 100 102 11.1 95
Pennsylvania 99 100 98 99 102 96 98 86 105
Rhode Island 99 97 103 105 101 110 77 79 75
South Carolina 100 118 75 97 124 55 109 91 l27
South Dakota 105 92 118 107 87 126 100 108 92
Tennessee 90 99 81 87 99 72 98 97 98
Texas 84 75 93 75 71 80 118 99 131
Utah 110 124 95 111 127 95 106 116 96
Vermont 116 123 108 119 120 118 103 136 68
Virginia 95 105 84 90 103 76 119 121 118
Washington 102 135 74 106 150 62 92 81 98
West Virginia 100 123 73 96 127 61 114 104 124
Wisconsin 116 139 95 124 142 102 90 119 76
Wyoming 85 78 94 79 72l. 87 105 97 115
Treating all nonproperty taxes as "State" and all property taxes as "local".
Source: ACM, Measuring the F;xcal Capacity and Effort of State tzted Loral A r«tx (Washington, 1). C., Mare)), 1971).
For further explanation, see below, p. 37.
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However. Connecticut ranks among the lowest
taxing states when State and local taxes are con-
sidered in relation to personal income. Connecti-
cut State and local revenue per $1,000 of personal
income is $124.26 as compared to the U. S. aver-
age of $146.26. Only Ohio, New Hampshire, and
Wisconsin have a lower figure than Connecticut's.w
Another measure of general tax burden is to an-
alyze and compare it to other states on both a
state and local level. The U. S. Advisory Com-
mission on Intergovernmental Relations (ACIR)
compiled revenue data from the 1966-67 Census
of Governments to ascertain each state's relative
revenue effort by level of government (Table
13-27).'7 Tax collections for each state and the
local governments are computed at the national
average rate. National avenge is defined by
ACIR .as the total amounts of revenue that would
',Tsuji; by applying, within the tax areas, the na-
Conal average rate of each of the numerous kinds
of state-local revenue sources. Also, "relative
effort" as used in the tables is meant to express,
on a percentage basis, the relation between the po-
tential yield of various revenue sources at national
average rates, and revenue amounts actually re-
ceived by state and local governments from cor-
responding sources in 1966-67.'8

'Connecticut's 1966-67 total revenue effort rela-
tive to other states was 93, or 7 points below the
national norm for all revenue sources. The pic-

37

tune changes for the separate levels of government
and by tax and nontax sources.'" Connecticut
State government revenue was 8770 of the na-
tional average, while local government came
within I point Of the national average. State rev-
enue was below the national average for tax
sources and alone for nontax sources. Local gov-
ernment reversed this pattern, showing a prop-
erty tax burden above the national average.

Using this same method of comparison. data for
all 50 states for selected taxes are shown in Table
B-28 and Table B-29. Caution should be used
when interpreting these broad groupings of rev-
enue sources. On the other hand, the ACIR com-
pilation of Census of Governments for 1966-67
does bring together for convenient reference vari-
ous tax items which at least broadly resemble one
another in the extent, to which they must be
borne (recognizing of course, that taxes can be
shifted). Also, within each group are particular.
tax sources which are close competitors. at least
from a public policy standpoint: general sales tax
vs. individual income : corporation taxes vs. prop-
erty taxation of business -property.

In conclusion, the foregoing tables are useful
for very broad and general comparisons. However,
before any specific conclusions are drawn between
interstate comparisons, the socio-economic profile
of each state is required.



Footnotes to Part B

1 Excerpted in part from James A. Papke, Study of the
Impact of Insuiwnee Company Taxation in Connecticut:
An Update 1972 (Hartford: Insurance Association of
Connecticut, 1972).

2 For an explanation df this term, see the note to
Table B-17.

3 ACIR, Measuring the Fiscal Capacity and Effort of State
and Local Areas (Washington, D.C., 1971).

4 This procedure is represented by:
T T Y Y

c
T

0 0

where e = elasticity or percent change in yield per 1%
change in income; T tax yield; Y personal income,
and the subscripts indicate given year (i) and base year
(o) which is a moving base.

5 The .90 elasticity does not precisely match the ACIR
1967 elasticity of .85 for Connecticut, but there is no
reason that it should. Elasticity studies seldom derive the
exact same results because the different time frame used
by each study picks up the year-to-year disparities char-
acteristic only to that time period selected. These dis-
parities cause elasticity estimates to differ slightly and in
no way invalidate the methodology nor the end result.
Note also that the Commission's analysis of COnnecticut's
elasticity used all General Fund taxes whereas the 1967
ACIR study used only 66R of Connecticut's taxes. The
taxes excluded by ACIR tend to have an elasticity above
1,0 which would also explain the slightly higher elasticity
in our analysis.

A Fiscal Program for a Balanced Federalism (Com-
mittee for Economic Development, 1967), pp. 60-61; Ad-
visory Commission on Intergovernmental Relations, Fiscal
Balance in the American Federal System (Washington,
D.C., 1967), p. 114; Fiscal Outlook for State and Local
Government to 1975 (Tax Foundation, Inc., New York,
1966), p. IN; Advisory Commission on Intergovernmental
Relations, Federal-State Coordination of Personal Income
Taxes (Washington, D.C., 1965), p. 42; David George
Davies, "The Sensitivity of Consumption Taxes to Fluctu-
ations in ILeome," National Tax Journal, Vol. 15 (Septem-
ber, 1962), pp. 281-290; James S. Duesenberry, Otto Eck-
stein, and Gary Fromm, "A Simulation of the United
States Economy in Recession," Econometrica, Vol. 28
(October, 1960), pp. 749-809; Harold M. Groves and C.
Harty Kahn, "The Stability of State and Local Tax
Yields," American Economic Review, Vol. 42, (March,
1952), pp, 87-102; Robert Harris and Selma Mushkin,
"The Revenue Outlook in 1970; A Further Report on Proj-
ect '70," unpublished paper prepared for the National
Association of Tax Administrators, 1964 Conference on
Revenue Estimating, October, 1964, p. 16; Dick Netzer,
"Financial Needs and Resources Over the Next Decade:
State and Local Governmems," in Public Finances: Needs,
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Sources and I/till:MI iOn, a Report of the National Bureau
of Economic Research (Princeton University Press, Prince-
ton, 19(H ), pp. 23-65; Robert W. Rafuse, Jr., "The Cycli-
cal Behavior of State-Local Finances," in Richard A.
Musgrave, Essays in Multi-Level Fiumwr, Studies of Gov-
ernment Finance, The Brookings Institution (Washing-
ton, D.C., 19G5) ; Lee Soltow, "The Historic Rise in the
Number of Taxpayers in a State with a Constant Tax
Law," National Tax Journal, Vol. 8 (December, 1955),
pp. 379-81,

7 The Corporation Business Tax has been reported in other
states to have uncertain behavior, which seems to he the
case here in Connecticut. An elasticity of 1.0 or better is
more characteristic of Corporation Business taxes, but the
deviation for Connecticut from this range is not surpris-
ing, For example, Tax Foundation reported in their Fiscal
Outlook for State and Local Government to 1975, that the
elasticities they "obtained were similar to those reported
by others. One exception, however, was the extremely
volatile response of the corporation income tax . . ."

8 Connecticut's tax cn individual income, dividends, and
capital gains is too recent for analysis here,

9 Thomas and A. Navarro Eapen, Incidence of Taxes and
Expenditures of Connecticut State and Local Governments,
Fiscal Year 1967 (Hartford, 1970).

10 Tax Foundation, Inc., Allocating the Federal Tax
Burden by State (New York, 1967) provided the formula
necessary for apportioning the State tax burden, The
second Tax Foundation study is: Tax Burdin and Benefits
of Government Expenditures by Income Claes, 1961 and
1965 (New York, 1967).

11 About 30% of all State taxes and 50% of General Fund
taxes.

12 See above, note 9.

13 Tax Foundation, Tax Burden, p. 21, Table 8.

14 Ibid., p. 33, Table 14.

15 Meals under $1.00, clothing for children under 10 years
of age. Since 1971 a sales tax on utility bills has been
added which could make the proportionality of the sales
tax somewhat regressive.

16 ACIR, State -Local Finances: Significant Features, and
Suggested Legislation (Washington, D.C., 1972).

17 ACIR, Measuring the Fiscal Capacity.

18 The ACIR warns that "The comparative data snown
for these revenue sources need to be interpreted cautiously,
and with due recognition of their limitations." For ex-
ample, the data relate to a national norm and do not give
any information relative to the peculiarities of an individ-
ual state. Also, the tax sources are not weighted for theii
importance within a state.

19 Non-tax revenues are fees for licenses, permits; user
charges for highways, bridges, and service charges at
institutions.



PART C

Revenues and Expenditures



1111ro(Ynction

The objective of Part C, Revenues and Expen-
ditures, is to project accurately Connecticut's to-
tal revenue and expenditures through Fiscal Year
1977 and determine the extent of any revenue
deficiency or excess in each of the forecasted
years. Revenue estimates are based on the fore-
casted yields of the present tax structures. Ex-
penditure estim:,1:!;;,:'are based on an analysis of

aexisting needs and are in line with the spending
philosophy of the Administration.

The Commission determined to develop an
economic model of the State for the 5 year period
ending June 30. 1977 (FY '77). Levels of. infla-
tion. population growth, and the demand for State
services were evaluated. Personal income was
projected through the period. Each existing tax
in the present State tax structure was analyzed
and its annual revenue yield estimated.

One approach to estimating the yield an
elasticity calculation, which is the measurement
of the responsiveness of the yields to economic
growth. Each of the several State taxes were
analYzed to obtain a precise measure of income
elasticity, and these individual elasticities were
weighted by their relative revenue importance in
Connecticut's tax structure.

The Commission estimated the level of personal
income which would prevail in the projected peri-
od by taking an average of the percentage gain
in personal income over the 10-year period 1962-
1971. Using this estimate of personal income, the
_individual elasticity factors of each tax were ap-
plied and a projection of revenue under the exist-
ing tax structure was developed. The present tax
structure is predicted to grow at an annual rate
of 6.7%.

An alternative revenue estimate was developed
where each tax was studied and its yield under
various economic conditions was analyzed. From
this study a quantitative estimated increase was
obtained and total tax revenue predicted. This
estimate compared very closely with that obtained
in the elasticity analysis. Additionally, receipts
from non-tax sources were analyzed and receipts
predicted through FY '77. The total revenue
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structure including taxes. Federal revenue shar-
ing. gaming income, and other elements is pre-
dicted to increase at an annual rate from 5 to

per year.
The .Commission solicited budgetary goals for

the next several years from the Administration
in order to establish appropriation and expendi-
ture patterns for the years 1.973-77. It has re-
lied on these goals in designing the revenue
model. Although the Commission feels that this
concept will require a 'further imposition of con-
trols in some areas, on balance the Commission
is convinced that a continued reduction in the rate
of increase of State expenditures is achievable.
As a result it has accepted a maximum increase
of 5! -;. per year through fiscal year 1977.

In considering the achievability of the goal, the
budget was analyzed by dividing types of expendi-
tues into two categories. The first are fixed
expenditures resulting from programs already re-
quired by existing legislation or built into the
salary structure through annual increments. The
other category was deemed to be general ex-
penditures which could be reduced or maintained
depending upon the wishes of the Legislature
and Administration. The fixed expenditures were
taken as specified, and the general expenditures
were increased by 31/ >% per year. The com-
bination of the fixed elements plus the growth
factor adds to a total of 5% increase per year.
The Commission has accepted this expenditure
level as 'reasonable and attainable and has de-
signed a revenue plan compatible with this maxi-
mum increase.

Comparing the total forecasted revenues with
the anticipated expenditures results in an excess
of revenue in each fiscal period. The tax base
growth of 6.7% per year allows the entire rev-
enue system to be sufficiently responsive to
accommodate expenditure increases of 5% per
year and allows the reforms proposed by the
Commission. The Commission's program of tax
reform allocates part of that excess revenue to
tax reduction over the next several -years and
part to a number of new programs designed to
relieve inequities and encourage economic growth.'



Commission Findings

1. The average coefficient of elasticity for
Connecticut taxes is .9.

2. The estimate for growth in personal income
in the period 1.973-77 is 7.4.9!4, the average of
the prior 10 years.

3. The existing State taxes are estimated to
yield an annual increase in revenue of 6.7%.

4. Total General Fund revenue, including rev-
enue from outside sources, is projected to grow
between 5 and 7r/: , over the forecasted period
FY '73-77.

5. Recurring State expenditures are forecasted
to grow at a 3.:5;4 annual rate.

6. Special items (fixed expenditures) will
raise the total State expenditure growth. to 5%
per yearthe expenditure constraint on which
the Commission revenue plan is based.

7. Trends of major agencies and departments
already indicate a sharp leveling off in expendi-
tures. Predicted FY '73 expenditures for 63(7c of
the State budget will only increase 6.67c over FY
'72.

S. Excess revenues based on the present tax
structure (and from other sources) will be real-
ized in every year of the forecasted period.

Predicted Revenues FY '73-77
In order to i`nake an intelligent fiscal plan for

the future it is necessary to predict the revenues
which will be raised by the existing State tax
structure. Out of total General Fund Revenues of
$1.0 billion received in FY '72 the tax structure
raised approximately $800 million. How should
a prediction be made for future revenues? The
Commission has used two approaches in making
their estimate. The first is the elasticity approach
where the coefficient of elasticity is derived and
applied to an estimate of personal income in
order to predict future tax yields.

The second proci,edure is to estimate each tax
yield individually based on trends in leading eco-
nomic indicators. For most non-tax sources, rev-
enue estimates were based on growth increments
established in recent years. The elasticity ap-
proach is first described and each tax data
analyzed.

Elasticity of General Fund Taxes
Elasticity was introduced in Part B' as a

technique for measuring the response of a tax
or all taxes of a state to economic growth in
that state. Elasticity is usually defined by econo-
mists as the percentage change in tax yield per
170 change in income. Naturally, taxes can
change as a result of (1) adding new taxes, (2)
rate and base adjustments, and (3) automatic
change regardless of discretionary adjustments
mentioned in numbers 1 and 2. Elasticity meas-
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tires this latter element of tax change which is
only the automatic component of a state's reve-
nue growth divorced from changes enacted by
the legislatures. More accurately, then, elasticity
measures the sensitivity of tax collections from
some constant, rate and base structure to in-
creases in some measure of income. This means
that all taxes are based on the rate structures of
one given year and adjusted as if no tax rate
increases ever took place. In this fashion, ad-
justed revenues shown in Table C-1, column 2,
are what would have been the year-to-year
changes only as a result of natural growth.

TABLE C-1: Elasticity Derivation, General
Fund Taxes, 1961-71

ALCOHOLIC BEVERAGE TAX

Year

1961

(1)

Actual
Revenue

(2) (3) (4)
% Increase

Adjusted of Adjusted
Revenue Total Elasticity

7,406,970 18,517,425
1962 14,829,565 18,536,956 .10 .01

1963 14,738,692 18,485,865 ( .28) ( .05)
1964 15,324,390 19,155,488 3.62
1965 15,931,483 19,914,354 2.96 .4

1966 16,863,309 21,079,136 5.85 .6;
1967 17,502,912 21,878,C40 3.79 .39

1968 18,290,143 22,862,679 4.50 .54

1969 18,960,910 23,701,138 3.67 .41

1970 23,730,315 23,730,315 .12 .02

1971 23,696,586 23,696,586 ( .14) ( .03)

Average Elasticity .30



TABLE C-1 (Cont.) TABLE C-1 (Cont.)

Year

GAS, ELECTRIC

0)

Actual
Revenue

& WATER

(2) (3)
% Increase

Adjusted of Adjusted
Revenue 'l'ot al

(4)

Elasticity Year

1961 3,487,782 9,301,915 1961
1962 10,160,000 10,160,000 9.22 1.25 1962
1963 11,275,943 11,275,943 10,98 1.96 1963
1964 11,842,348 11,842,:348 5,02 .76 1964
1965 12,276,906 12,276,906 ;3.67 ,43 1965
1966 12,900,406 12,900,406 5,08 .56 1966
1967 13,828,891 13,823,891 7.16 .7:3 1967

1968 14,647,278 14,647,278 5.96 .72 1968
1969 15,583,649 15,583,649 6.39 .71 1969
1970 16,882,654 16,882,654 8.34 1.41 1970
1971 18,488,237 18,488,237 9.51 2.02 1971

Average Elasticity - 1.06

INSURANCE COMPANIES -
DOMESTIC & FOREIGN PREMIUMS

Year
1961

(1)

Actual
Revenue

10,975,694

(2). (3)
Increase

Adjusted of Adjusted
Revenue Total

(4)

Elasticity
12,550,854

1962. 12,681,721 12,681,721 1,04 .14

1963 13,151,845 13,151,845 3.71 .66

1964 14,332,7.95 14,332,995 8.98 L:36

1965 14,696,533 14,696,53:3 2.54 .30

1966 15,908,666 15,908,666 8,25 ..1)1

1967 17,308,412 17,308,412 8.80 .90

1968 18,591,638 18,591,638 7.41 .89
1969 20,425,514 20,425,514 9.86 1.10

1970 24,731,899 24,731,899 21.08 3.57
1971 27,987,160 27,987,160 13.16 2.80

Average Elasticity - 1.26

0)

Act ual
Revenue

11,022,075

CIGAR 1.1"1"f E TAX

(2) (3)
Increase

Adjusted of Adjusted
Revenue 'Total

63,580,426

(4)

Elasticity

18,812,779 60,200,893 ( 5.31) ( .72)

19,475,640 62,372,048 3,52
22,103,566 58,928,107 ( 5,44) ( .8211

24,155,126 64,397,566 9,28 1.09

:31,827,408 6:3,654,816 ( 1.15) (

32,391,568 64,78:3,136 1,77 .18

32,5:35,891. 65,071,782 .44 .05

34,065,732 68,131,464 4.70 .52

56,117,023 56,1!7,023 (17.63) ( 2.99)

56,266,919 56,266,919 .26 .06

Average Elasticity - ( .22)

INHERITANCE AND ESTATE TAX

(1)

Actual
Year Revenue

(2) (3) (4)
r,,; Increase

Adjusted Of Adjusted
Revenue Tot al__ Elasticity

1961 17,459,715 1.7,459,715
1962 22,984,442 22,984,442 31.64 4.28

1963 25,983,587 25,983,587 1:L05 2.33

1964 25,796,690 25,796,690 ( .72) ( .11)
1965 31,014,438 31,014,438 20.23 2.38

1966 39,994,279 39,994,279 28.95 3.18

1967 '37,918,934 37,918,934 ( 5.19) ( .53)
1968 38,347,633 38,347,633 1.13 .14

1969 43,776,539 43,776,539 13.80 1.53

1970 42,590,145 42,590,145 ( 2.71) ( .46)
1971 46,587,582 46,587,582 9,39 2.00

Average Elasticity - 1.47

Year

TELEPHONE COMPANIES

(1) (2) (3)
Increase

Actual Adjusted of Adjusted
Revenue Revenue Total

(4)

Elasticity
1961 3,973,507 5,960,260
1962 7,934,000 7,934,000 NA NA* Year

-1963 9,770,903 .1,903 NA NA 1961
1964 10,362,903 6.06 .92 1962
1965 11,159,488 11,159,486 7,69 .90 1963
1966 11,759,870 11,759,87J 5.38 .59 1964
1967 12,835,860 12,835,860 9.15 .93 1965
1968 13,750,106 13,750,106 7.12 .86 1966
1969 14,933,880 14,933,880 8.61 .96 1967
1970 17,293,241 17,293,241 15.80 2.68 1968
1971 19,056,897 19,056,897 10.20 2.17 1969

Average Elasticity - 1.25 1970

*Because of Statutory change in payment dates from July 1971

to April, 2 years' receipts are shown which cannot be used.
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INSURANCE COMPANIES
DOMESTIC - INTEREST' & DI YID ENDS

(1)

Actual
Revenue

(2)

Adjusted
Revenue

(3)
5 Increase
of Adjusted

Tot al

(4)

Elasticity
3,969,793 5,557,710
4,163,435 6,135,654 10.40 1.41

4,440,243 6,926,779 12.89 2.30
4,355,647 7,622,382 10.04 1.52
4,211,056 8,422,112 11.97 1.41

4,047,325 9,430,267 12.02 1.32
3,772,738 10,563,666 12.40 1.27
3,392,431 11,873,508 17.70 2.13
2,992,510 13,975,022 11.66 1.30

15,604,071 15,604,071 6.79 1.15
16,663,081 16,663,081 13.44 2.86

Average Elasticity - 1.67



TABLE C-1 (Cont.)

CORPORATION 1117SIN'ESS TAX

(1)

Actual
Year Revenue
1961 30,791,587
1902 38,532,882
1963 47,063,982
1964 51,081,096
1965 57,339,055
1966 67,958,859
1967 80,070,523
1968 79,846,070
1969 86,228,313
1970 119,537,796
1971 126,795,806

(2) (3) (4)
Increase

Adjusted of Adjusted
Revenue Tot al

65.687,693
61,652,611 ( 6.14 )

75,302,371 22.14
81,729,754 8.54
91,742,488 12.95

103,555,709 12.88
122,011,463 17.82
121,669,441 ( .28)
131.394,703 7.99
119,537,796 ( 9.02)
126,795,806 6.07 1.29

Average Elasticity - .97

Mast icit

( .83 )
3.95
1.29
1.44
1.42
1.82

( .03 )

.89
( 1.53 )

GASOLINE AND SPECIAL FUELS

(1)

Actual
Year Revenue
1961 47,590,282
1962 50,028,850
1963 53,095,454
1964 55,690,281
1965 58,539,181
1966 61,881,906
1967 64,670,049
1968 78,337,324
1969 83,460,614
1970 99,890,286
1971 105,040,714

Year
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971

(2) (3) (4)
r,,;, Increase

Adjusted of Adjusted
Revenue _ ___Total Elasticity

._

63,437,84' f,
66,688,457 5.12 .69
7e,?-46,240 6.1.; 1.09
14,235,145 4.89 .74
77,857,111 4.88 .57
82,488,581 5.95 .65
86,011,165 4.27 .44

89,531,728 4.09 .49
95,387,136 6.54 .73
99,890,286 4.72 .80

105,040,714 5.16 1.10

Average Elasticity - .73

SALES & USE TAX

(1) (2)

Act ual
Reveaue

79,489,800
97,839,839

102,943,766
111,917,026
123,298,884
135,398,307
145,635,510
158,835,103
174,152,877
258,496,790.
20,216,533

Adjusted
Revenue

132,747,966
139,910,970
147,209,585
160,041,347
176,317,909
195,049,579
208,258,779
227,134,197
249,038,614
258,496,790
265,216,533

Average

(3) (4)
Increase

of Adjusted
Total Elasticity

5.40
5.22
8.72

10.17
10.62
6.77
9.06
9.64
3.80
2.60

Elasticity

Source: Connecticut State Tax Dept.

.73
,93

1.32
1.20
1.17
.69

1.09
1.07

.64

.55

Personal income or gross state product are
the economic indices frequently used by econo-
misLs in elasticity analyses. This presentation
uses personal income. Table C-2 provides the
10-year average for personal income growth in
Connecticut. The average for the 10-year period
is 7..19(... The Commission believes the 10-year
period between 1962 and 1971 is a good period in
Nvhich to base an estimate for the next 5 years
because it encompasses both good and recessionary
years of economic activity, It includes both the
build-up and the decline of military activity in
Viet Nam, and it has experienced the begin-
ning of the transition of the Connecticut State
economy from manufacturing to service industry.

TABLE G2: Annual Increase, Connecticut
Total Personal Income, 1962-71

Connecticut Annual
Personal Percent
Income Increase

(Millions)
1962 $ 7,999
1963 8,440
1964 9,004
1965 9,765
1966 10,657
1967 11,704
1968 12,674
1969 13,819
1970 14,638
1971 15.322

Average

7.4
5.6
6.6
8.5
9.1

9.8
8.3
9.0
5.9
4.7

7.49

Source: Suerey of Current Business, U.S. Dept. of
Commerce

The future growth 3f Connecticut's personal
income is then assumed to he the average of the
past 10 years. Assuming the projected 5-year
growth rate . for Connecticut's inconie will be
7.49% annually, we can then apply the elasticity
factors derived for each individual tax.

The method of computing elasticity is to ad-
just each General Fund tax over a 10-year period
to the 1971 rates. The percentage increase each
year over a base year, Table C-1, column 3, is
computed for each tax and divided by a similar
percentage increase for personal income over the
base year 1962, Table C-1, column 4.

The elasticity of Connecticut's General Fund
tax structure is calculated to be .90 (Table C-3),
which indicates that for every I% growth of
Connecticut's personal income, taxes will grow

")4 9/10 of 1%. Connecticut's tax structure can be
classified as having a medium elasticity.2
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TABLE C-33 Elasticity, Total Tax Structure, and General Fund Taxes, 1970-71

Tax
1970 - 1971 Taxes

Actual Adjusted

Percent of
Total Adjusted

Taxes
Average

Elasticity
Weighted
Elasticity

Beverage, Alcohol 23.696,586 23,696,586 :3.8 .30 1.1

Cigarette 56,266,919 56,266,919 9.3 (.22) (2.0)
Conn. Estate & Inheritance 46,587,582 46,587,582 7.5 1.17 11.0
Corporation Business 126,795,806 126,795,806 20.1 .97 19.8
Gas, Electric & Water 18,488,237 18,488,237 :3.0 1.06 3.2
Gasoline & Special Fuel 21,008,1.13 21,008,143 .73
Insurance Cos., Dom. &
Foreign - Premium 27,987,160 27,987,160 4.5 1.26 5.7
Insurance Cos., Dom. -
Int. & Div. 16,663,081 16,663,08.1 2.7 1.67 4.5
Sales & Use 265,216.533 265,916,533 2.7 .91 40.1
Telephone Cos. 19,056,897 19,056,897 3.1 1.25 3.9

Total 621,66,944 621,766,944 .90 Elasticity

Note: Adjusted revenue reflecto, June 30, 1971 rates for each of the
been made to adjust the tax base due to legislative changes.

Source: Table C-1.

By applying the .90 elasticity to projected per-
sonal income growth of 7.49 (,-;- , it is estimated that
State taxes will grow 6.7(,5. annually over the next
5 years, This growth rate is used for comparison
f,;() another approach used by the Commission to
project revenue in Connecticut.

Alternative Revenue Estimate
The Commission also estimated revenue

through 1977 based on a separate projection of
taxes and other revenue sources. The summary
of this estimate is shown in Table C-4. This
table indicates the annual percentage change
expected for each of Connecticut's major taxes,
after graphically reviewing mon,,v data from
1960. Leading economic indicators including man-
ufacturers' orders for durable goods, corporate
profits after taxes and the price index for 500
common stocks provided valuable background
for updating the tax estimates through Fiscal
1973. The present economic upturn shows re-
covery from the 1971. recession, and warranted
increasing several revenue estimates above the
level originally forecast for Fiscal 1973. How-
ever, more moderate growth rates are expected
in most cas:,.3 for the years FY '74-77, as is
usually the pattern following recovery from an
economic recession.

Table C-4 projects non-tax revenues excluding
Federal aid) which account for about 9r;c of the
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taxes included but no attempt has

total 81.185 million expected in Fiscal '73. It was
noted that many of the non-tax revenue sources
do not have the growth potential of most taxes. As
a result, the growth increment applied for the
years 197.1 -77 are those found reasonably con-
sistent with amounts registered since 1968.

Federal aid, chiefly reimborsement for welfare
expenditures. is the largest single non-tax revenue
source $140 million expected in Fiscal 1973),
and is expected to grow by annually after
Fiscal 1973. At present, State welfare payments
are increasing by about 14 annually, but pro-
gram changes outlined in the expenditure analysis
are expected to reduce this growth significantly.

In other areas, higher education tuitions show
little growth from $18.5 million estimated in
Fiscal 1973, since a leveling off of enrollments is
forecast. Also, transfers from the Commission
on Special Revenue (from the Lottery and other
gaming activities) show little change from the
$16.4 million estimated for 1973, because of the
difficulty in gauging the success of the State's
venture into this area.

Comparison of Alternative Revenue
Estimate With Derived Elasticity

Table C-5 shows the total General Fund reve-
nue adapted from Table C-4 for the years 1973
through 1977. Table C-5 reflects adjustments



TABLE C1: Connecticut State General 1---evenues Estimated for 1973 and Projected Through
1977 Without New or Increased Taxes (General Fund and Public Service Tax Fund)

(In thousac&th of Dollars)

Revenue Est.
Source 1973

Projected
1977

A nnual
Percent
Growl h1974 1975

Total General Current
Revenue $1,185,346 $1,263,055 $1,345,511 $1,433,658 $1,527,770

Taxes:
Sales Tax 444,800 480,38.1 518,815 560.320 605.146 + 8f,'",

Corporation Bus. Tax 140,000 150,000 161,788 173,922 186,966 + 71,!,g7t

Cigarette Tax 67,500 67,000 68,000 68,000 68,000 t
Inheritance Taxes 50,000 53,000 56,000 58,000 60,000 f
Domestic Insurance Cos. 33,294 26,750* 10,628* 11,585* 12,628* + 9(,7;

Out-of-State Insur. Cos. 17.339 20.000 22,200 24,642 27,353 +11 %

Hosp. & Med. Serv. Cos. 4,191 4,610 5,071 5,578 6,136 +10%

Alcoholic Bev. Taxes 25,073 26,076 27,119 28,204 29,332 + 4%
Dividends & Capital Gains 45,600 .18,792 59,907 55,861 59,772 + 7'';,
Admissions, Club Dues, and

Cabarets 7742 8,516 9,368 10,304 11,334 +10%

Public Service Utility Taxes 57,107 61,677 66,611 71,940 77,695 + 8%
(Gross Amount)

Gasoline, Special Fuels,
Motor Carriers 27,000 28,080 29,203 30,371 31,586 + 4%

Miscellaneous Taxes 200 200 200 200 200 t
Isimi-Tax Revenues:

Licenses, Permits, Fees 26,000 28,000 32,000 33,000 34,000 t
Tuitions - higher Education 18,500 18,600 19,000 19,000 19,000 t
Sales - Commodities

and Services 19,500 20,500 23,800 25,000 27,000 t
Investment Income 2,300 4,000 6,000 7,000 7,800 f
Fines, Penalties,

Forfeitures, Escheats 700 800 1,000 1,000 1,000 f
Rents 1,000 1,000 2,000 2,000 2,000 t
Miscellaneous Receipts 17,000 18,000 22,000 24,000 24,000 t
Transfer - Comm. on

Special Revenue 16,000 17,000 19,000 19,000 19,000 t
Transfer From Other Funds 3,000 4,000 6,000 6,000 6,000 t
Federal Aid:
Welfare and Other Programs 140,000 150,870 161,531 172,731 184,822 + 7%
Revenue Sharing 22,000 24,700 26,000 26,000 27,000 f
*Decrease due to partial repeal of taxes on domestic insurance companies, already scheduled by law.
tEstirnates after 1973 are not based strictly on a percent growth factor.
Source: Commission estimates.
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made to C-4 so that only revenues from State
sources are used to compute the Annual Growth
Rate for revenues. Table C-5 shows revenues
from State source:; only to increase by 6.3 to 6.6%.
Revenues from State sources only is arrived at by
deducting Federal revi2nue Oaring' and Federal
aid for welfare.

The "Annual Growth Rate" data n Table C-5
now gives the Commission two separate meas-
ures of revenue yield over the next five years.
The analysis of the elasticity of the State tax
structure revealed that a elasticity of .90 and

personal income growth at 7.49r; annually would
yield an average annual revenue growth of 6.7r; .
This percentage revenue growth taken from the
elasticity study is entered as the last line item
on Table C-5 for comparison with the actual
estimated data. It is quite clear that each ap-
proach gives similar results. The close approxi-
mation between the "Annual Growth Rate" de-
rived from projected revenues and from the elas-
ticity coeiicient gives the Commission sufficient
justification for projecting revenues at an average
annual increase of 6.6%.

TABLE C-5: Annual Growth Rate Projected for General Current Revenues

From State Sources Only
(In Thousands of Dollars)

Est.
1973

Projected

1974 1975 1976 1977

Projected General Revenues
(Table C-1): $1,185,346 $1,263,055 $1,345,541 $1,433,658 $1,527,770

Deduct: Federal Aid (162,000) (175,570) (187,531) (198,731) (211,822)

Totalfrom State sources only $1,023,346 $1,087,485 $1,158,010 $1,234,927 $1,315,948

Annual Growth Rate +6.3r; +6.5% +6.6% +6.6%

Annual Growth Rate based on (1) an elasticity of
.90 for the State revenue structure, and (2) an
annual growth rate for Connecticut Personal In-
come of 7.49% +6.7% +6.7% +6.7% +6.7%

Source: Based on Tables C-3 and C-4.

Predicted Expenditures FY '73.77
In recent years Connecticut's State budget and

accumulated deficit of $244 million have stemmed
largely from expenditure increasesvarying from
12 to 25% annuallywhich are far larger than
the normal growth of revenuesaveraging 5 to
7`,' annually. As a result, tax increases are con-
tinually needed in order for revenues just to catch
up with the runaway pace of State spending.
Table C-7 and Chart C-1 show the growth of
State general spending since 1960, and note those
years when major tax increases were needed to
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boost revenue growth up to the level of expendi-
tures. Obviously, if expenditures were to continue
to grow rapidly in the future, then even further
tax hikes will be necessary.

Individual taxpayers and the business commu-
nity have become alarmed about these continued
sharp expenditure increases and have put in-
creasing encouragement as well as pressure on
the Administration and Legislature to keep spend-
ing in line with revenues.

The retirement of the accumulated deficit of



$241 million has concerned many people since
continued deficit spending is nct possible for State
and local governments without serious impair-
ment of credit or unacceptably high tax burdens.
The occasionally used procedure of treating oper-
ating elements of expense as capital items and
raising money through bonding has alarmed
financially oriented people and confused funding
of the deficit with funding of capital obligations.

The Commission has projected expenditures to
rise at an annual rate of 5(7.,- from FY '73-77 be-
fore putting into effect the .Commission's program.
The Commission is fully aware of the fact that in
the past decade State government expenditures
have never been held to such a low level. How-
ever, the Commission believes the philosophy of
the Administration and the fiscal controls which
have been developed to analyze expenditures and
prevent budget overruns are capable of producing
this rt-padt, The Commission believes that the
productivity of The State organization is improv-
ing and can continue to improve thereby reducing
operating costs further. The annual budget in-
crease maximum limit of 5'.; is not a totally
austere "no growth in programs" budget. With
allocation of priorities and good fiscal controls it
should be possible to fund a variety of worthwhile
programs in addition to those being proposed by
the Commission.

Expenditure Trend Compared kith that
of State Revenue Task Force

The Commission's guideline for expenditure
growth through 1977 contrasts sharply with the
12.75r, annual increase forecast in 1970 by the
State Revenue Task Force. The Task Force report
did not make any recommendations with respect
to economies in State spending, and instead rec-
ommended that a separate State expenditure task
force be set up to deal with problems of achieving
greater efficiency and effectiveness in spending.
Its expenditure projection for each function was
based on an overall 4.13(,4 annual increase in
workload (due to cases, patients, pupils, etc.),
5.02!4 for "quality," and for increased cost
due to inflationfor a total of 12.75% annually.

By comparison the Commission feels that a
3% inflation factor plus 25- for increased work-
load is adequate. The Revenue Task Force actual-
ly forecasted a 1.93% workload increase for most
functions; the 4.13% overall is due largely to
increases forecast in just two areas: welfare and
higher education, where workload increases of
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9.0 and S.917( were projected. However. since
both the number of welfare families and pupils
enrolled in higher education art now expected to
level off Or gmw only- moderately in the years
ahead, the Commission feels that these higher
workload estimates are no longer valid.

It should be noted that the Revenue Task Force
derived its "quality" factor for each function by
deducting the year-to-year increases from 19Go
through 197 attributable to inflation and work-
load from the actual total increases. What was
left over was defined as "duality." In trect. the
-quality" factor represents the higher level of
spending which could nut be accounted for by in-
creased workload or inflation. This Commission
makes no assumptions as to improved "quality"
of services. Rather it is believed that through
the reestablishment of priorities and program
evaluation, many areas will be uncovered 'which
will provide funds for new programs in the
future, thereby allowing the quality of Aervices to
imiwove on a selected basis.

Ex 'tend it tire- Constraint s / Analysis
To evaluate reasonability of attainment of a 5r,-r

expenditure growth, the Commission has divided
expenditures into two broad categories: "fixed
expenditures" and "general expenditures" (as
shown in Table C-6). The fixed expenditures
are those programs which are the result of
existing legislation and which require additiorz.,1
funding over the forecasted period or elements of
cost which are inherent in administering. State
government and consequently are highly resistant
to change,

The other category of general expenditures is
the balance of the elements of cost which elements
,are felt to be proceeding according to well-devel-
oped plans and consequently ,ire more predictable
and controllable.

A. Fixed Expenditures
1. The State compensation plan has pro-

grammed annual salary increments for
about 26,000 State employees paid from
the General Fund. These increments will
cost an estimated $5.1 million W7.1, rising
to a cumulative total of $26,5 million by
1977.

2. State law provides that future budgets
starting in FY '74, pay an increasing per-
centage of the 4-0-yelir amortization of



TABLE C-f : Projection of Connecticut State General Expenditures Through 1977
(In Thousands of Dollars)

Est.
1973

Fixed Elements of Cost:
(1) Annual salary increments for

State employees
(2) Funding State employees'

retirement
(3) UConn Health Center

expansion
(4) Tax relief grants to towns for

elderly and' mfg. and merch.
inventory tax losses

(5) Debt Servicecurrent liabilities
(6) Debt Servicefor new projects

Variable Elements of Cost:
Annual growth averaging 3

from 1973 base year $1,144,000

Total General Fund Budget $1,144,000

Percent Growth From Previous Year

Sourer: Commission estimutPs.

unfunded liabilities in the State m-
ployees' Retirement l'und. This statutory
commitment will increase State general
spending by $4-5 million annually.

3. As the University of Connecticut's Health
Center nears completion. acklitional facili-
ties will be opeiwd during the next few
years, and operating, costs will rise.

4. The State will be paying increased
amounts to towns as reimbursements for
the gradual repeal of taxes on inventories
of manufacturers and merchants. The lo-
cal tax exemption on manufacturers'
inventories will rise from 70!o in 1973 to
1-0W,; in 1977. Merchants' inventories are
being phased out at a rate of one-twelfth
per year beginning in F971. Also, addi-
tional homeowners over age 65 are ex-
pected to seek a property tax freeze, re-
quiring the State to reimburse towns for
the revenue loss. Rough estimates for all
of these payments to towns indicate the
need of $4 million more in the 1974 budget,
with 1977 payments being $18 million or
1005i, above the 1973 budgeted level of
$18 million.

1974

$ 5,100

5,000

,000

,1,200

13,000
3,500

$1,170,200

$1,205,000
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Projected _ ..
19761973 1977

12,100 19.;300 26.:;00

8,500 12,000 16,000

7,000 8,000 9,000

9,900 14,600 18,000

9,400 5,100 900

8,300 13,100 19,000

$1,214,800 $1.260,900 $1,310,600

$1.270,000 $1,333,000 $1,400,000

+5.45; +5.05; +5.05'e

5. The inosent State General Fund Debt Re-
tirement Schedule reflects debt service
payments that will rise about $13 million
in '74 but in subsequent years there
will be a reduction as existing bonds ma-
ture and are paid off, In FY '72 the Legis-
lature adopted a program to .pay off the
deficit which, as of June 30, 1971, totalled
$244 million. The funding is to take place
over a 10-year period at the rate of $24.4
million per 'year. The FY '73 period in-
cludes the first payment,. which payment
is included in the projected expenditure
levels of Table C-7 and Chart C-1. This
debt payment is also routinely included in
the expenditure estimates for each of the
years through 1977.

6. Additional bonds may be issued to finance
new capital projects. There is presently
a large backlog of projects which have
been authorized by the Legislature but
for which bonds have not been issued.
Over $750,000,000 of approved projects
are in this category. The Administra-
tion has adopted a philosophy of not
allowing debt service to increase dis-



proportionately and consequently is hold-
ing these projects until repayments on
existing maturities have been made or un-
til revenues are available. This category
of "fixed expenditures** assumed a portion
of the new projects will become funded
in the forecasted period.

B. General Expenditures
Other expenditures aside from the "fixed ex-
penditures" are defined as "general ozpendi-
tures." The Commission understands the
Administration ph;losophy is to control this
category to a maximum increase of 3.5%
annually. Budget requests for FY '74 are
presently being submitted by agency heads
according to this format. The Commission
believes from its own analysis of department-
al budgets that this level of general increase
is attainable. (Further support for the posi-
tion is contained in the next section entitled
"Trends of Major Agencies.") The total of
fixed expenditures and the prescribed in-
crease in general expenditures amounting to
approximately 5c; are shown in Table C-6.
This forecasted level has been applied to an
early estimate of Fiscal Year 1973 spending
levels, based on Administration objectives in
controlling overall expenditures for that fiscal
year. The resulting expenditure projection is
shown on Table C-7 and Chart C-1. The pro-
jection of excess revenue in Fiscal Years
1973-1977 as shown in Table C-7 is the result
of the tax base expanding at approximately
6.7(;:. plus other non-tax revenues.

To further evaluate the achievability of this
level of spending it is necessary to examine the
trends of major agencies.

Trends of Major Agencies
Table C-8 and supporting Charts C-2 to C-15

show expenditure trends since 1967 in 14 major
agencies and programscomprising 63% of the
State general budget. Expenditure data were ex-
tended to 1973, with estimates in many cases
based strictly on a continuation of minimal per-
centage changes sustained through 1972. While
final year-end data may differ for some agencies,
the estimates for Fiscal 1973 allow for a better
assessment of the changed budget guidelines that
are already underway. Charts C-3 and C-4, for
example, show that continued sharp increases are
expected in Fiscal 1973 in special education and
pupil transportation grants paid to towns. At
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TABLE C-7: Growth of Connecticut State
General Revenues and Expenditures: From

1960
(General Fund, Public Service Tax Fund, and

Bond Retirement Fund)

1960
1961

General Revenues General Expenditures_
Amount Percent Amount Percent

(millions) Increase (millions) Increase

$ 227 $ 9°4
234 3ri 240 7(:?,

1962 284* 21 282 18

1963 313 10 299 6

1964 340 9 327 9

1965 380 12 350 7

1966 419* 10 13 18

1967 444 6 448 8

1968 490 10 558 25
1969 539 10 662 19

1970 734* 36 743 .12

1971 813 11 896 21

1972 1,017** 25 1,001 12

1973 1,185 est. 17 1,144 est. 14

Projected:
1974 1,263 7 1,205 5

1975 1,346 7 1,270 5

1976 1,434 7 1,333 5

1977 1,528 7 1,400 5

Projected Surplus Each Year:
(millions)

1972 $ 10**
1973 41
1974 58
1975 76
1976 101
1977 128
*Revenue growth partly due to tax increases.

**After adjustment of $17 million for refunds of capital
gains tax overpayments.

,Source: Data Series, Connecticut Slate Revenues, Expen-
ditures, Employees, Connecticut Public Expendi-
ture Council (July, 1970) ; Projections by the
Commission.

present, the State reimburses towns for two-thirds
of the excess cost for educating 10,000 children
who are mentally, physically, or emotionally
handicapped or who have exceptional learning
abilitiescosting an extra $2,000 annually per
child. However, as this recently-expanded pro-
gram covers a larger portion of eligible children,
a more moderate growth trend is expected in
the future. Similarly, the State pays up to $20
per pupil for transporting children to local Public
schools. The sharp leveling-off of enrollments is
expected to moderate State grants in this program
in future years.



(.11.1I' C-1: Growth of Connecticut State General 11e. enues & Ex pendit tires from 1960. and
Projected to 1977

(General Fund',

(excludes

1 i I

r:rowth :If Connecticut State

General Revenues & Expenditures
from 1950. and Projected to 1977

On Millions of Dollars)

''''I' I 1 I

Public Sttrvice Tax Fund, and Bond Retirement Fund)

expenditures from Restricted Contributions)

,--1777
TT-

7-

..........

I

1,

.

_.743

EXPENDITURES
.34

..... . .............
,

1975 7-

1970

REVENUES

35b--

1965

227

224

: :

7-777

Commission's
Projected Surplus

Each Year
(millions)

1972 - S 12**
1973 - 41

1974 - 58

1975 - 76

1976 - 101

1977 - 128

.....

....

...

**After adjustment of $ 7 million
for refunds of capita gains
tax overpayments

::- Tax increases needed in these years
in order to raise revenues to a
higher level.

Source: Data Series: Connecticut State Revenues Expenditures, and Emplo era. July 1970
... Connecticut Public Expenditure Council . ...

...
Updated and Projected by Commies ion ...........

1960

. ..

TABLE C-8: Resent Expend it ii re Trend of 1.1. :Major Agencies and Programs
(Coin prising 63% of Slale Gown') Budget)

Chart No:_ 1967

C-9. Ed. Dept.-Programs fur Disadvantaged 5,842
C-3. Ed. Dept.-Public School 111dg. Grants 1:1,011
C-4. Ed. 1/ept,-Special Education Grants Iol
C-5, Ed. Dept.-Transportation Grants 5,328
C-6, Ed. Dept.-Assist. to Towns for Edue. 77.714
C-7. 'Welfare Dept.-Current Expenses 11,707
C-8. Welfare Payments-State Programs 11,987
C-9, Welfare Payments-Federal Programs 75.677
C-10. Correction Dept.-(%irrent Expenses 9,682
C-11. Mental Health Dept.-Current Expenses 32,058
C-12. Nlental ltetardation-Current Expenses 1-1,749
C-1:4 '1.11 Control. Hosp. Care-Current Expenses 0,00:1
C-1.1. Univ. of Conn.-Current Expenses 18,9.10
C-15- State Colleges-Current Expenses 11,674

TOTAL 5998.979
Percent Change from Previous Year

*Includes payments from bond funds.
Source: State Expenditures Trend and Governor's Budget for 1973, Connecticut Puldic ere Council. (March,

1972); updated by the Commission.

196$

$ 6,2:;$
14,960
4,502
5.851

91,961
14.040
14,328
97.475
11.338
:17,427
17.207
7,531

25.978
15,689

5:107,537

+29.9%

Est.

1969 1970 1971 1972 1973

$ 6,913 $ 8,491 $ 8.487 $ 6,500 $ 7,000
20,58:1 21,045* 22,174* 93,032 9:1,075
7,345 11,072 15,070 19,552 °°.600
5,903 6,69:1 4.-1.1 7 8342 9,343

98,218 127,-182 1:11.609 139,777 115.000
10,658 18,820 21,856 90,795 90,795
17,122 19,600 22,434 26.247 ;10,099

129,828 158.071 195;100 990,619 947,000
1:1,298 15,337 17247 17.785 18.11M1

41,959 4:1,973 49,150 46,557 47.000
20,019 99,527 26,702 20,329 21,400
8.185 8.805 9.644 9.518 9,000

29,900 33,783 :19,313 40.706 42.2:16
18,20.1 21,532 25,430 26,269 27.500

$4:41,551 $517,297 $592,129 $631,088 $676,:148

+19.0% +14.5(,; +7.1%
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Charts (7-8 and (.7-9 also show sharp increases
in 1973 for State welfare payments. The growth
in State welfare programs (without Federal
matching) is largely due to a higher level of reim-
bursement paid to foster parents and institutions
for child care. and to towns for local General
Assistance paymentsincreasing from 50 to 75';
of costs in Fiscal 1968, and to 90'; starting in
Fiscal Iwn. However, an improved employment
situation is expected to lower the growth in local
welfare spending, (and State matching) in the
near future. Meantvhile. the Federally-matched.
%velfare programs are scheduled for even more
dramatic changes. .Specifically. welfare payments
for the aged, blind. and disabledabout $29 mil-
lion annuallyare scheduled to terminate by
January. 1971. to be replaced by a wholly Feder-
ally-funded supplemental security income program
for these persons. In addition, work training pro-
grams for parents are expected to make major
inroads in curbing the growth in the number of
welfare families with dependent children.

The Commission believes the overall growth
level in most departments and agencies can he
reduced to or 5f; annually. Achieving this
growth: in the 1971 budget may necessitate select-
ing priorities and/or implementing. the "zero
budgeting concept" in certain areas.

A number of agencies have come into being
in flee last several years. The budget impact of
staffing and funding these agencies has been re-
flected in the large percentages of growth in
State expenditures. It is not necessary, however.
to re-program these start-up costs. The agencies
are now in existence and are providing the de-
sired functions. For example, in FY '73, the Com-
mission on Special Revenue was funded out of
the General Fund at a $4.5 million level. Of
course, normal increases can be expected for this
agency in the future, but the one-time impact of
its funding has been III/sorbed, Further major
commitments should not be necessary in the years
FY '74-77.

Additionally, further' economies are possible
from recommendations of the Governor's Commis-
sion on Services and Expenditures (Etherington
Commission) which have not yet been fully im-
plemented.

Table C-8 gives a good overview of the pattern
of State spending in recent years, because it
isolates from spending trends certain "one time"
budget increases described in the next section.
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The charts show that while spending in certain
agencies and programs may have continued to
increase :iharply in 1972 and 1973 (such as special
education grants Ind welfare payments). other
agencies are actually spending at lower levels.
Most important. the Commission is impressed by
the fact that the annual percent growth for the 1.1
areas listed in Table C-8 dropped sharply to 7.1';
in 1972. and will be reduced down to 6.6,; in
1973clearly a dramatic change from the larger
spending increases recorded for the years 1965'-
71.

il"73 Budget
The estimated projection of Fiscal Year 1973 ex-

penditures total $1.111 million. a 1 increase
over Fiscal Year 1972 expenditures of $1.001 mil-
lion (see Table C-7). The question obviously be-
comes how can an annual increase of about
5'; in Fiscal Year 1971 be possible in the face of a
11r; increase in 1973? To understand the projec-
tion of 1973, it is necessary to deduct certain one-
time. nonrecurring costs as follows:

1. The FY '72 expenditures did not include a
,;leficit payment of $25 million which is in-
cluded in the FY '73 projection.
The FY '72 expenditures did not include the
payment of the full commitment to the
Teachers Retirement Fund. The FY '73 pro-
jection includes an increased contribution
of $37 million to the Teachers Retirement
Fund.

To put FY '73 expenditures on a comparative
basis with FY .'72, it is necessary to deduct from
the FY '73 expenditure level a total of $80 mil-
lion of special items. After making this adjust-
ment. the FY '73 budget will have increased by
only 6.4';i over FY '72a figure closer to the
Commission's estimate of 5":; increase for FY '74.
This overview can be seen from Table C-8 which
examines only recurring departmental increases
not "one-time costs."

Functional Expenditures
Table C-9 shows a functional breakdown of

State general spending since 1960, along with the
year-to-year percentage changes. The data has
been projected from FY '73 through FY .'77,
based on the growth factors outlined in Table
C-6. Table C-9 is intended strictly as exhibit
data, to compare the Commission's proposals with



TABLE C-9: Growth of State General Fund Expenditures, by Major Function, From 1960
(General Fund and Bond Retirement Fund-Excludes Expenditures from Restricted Contributions)

In Thousands of Dollars

MAJOR FUNCTION 1960 1961 1962 1963 1964 1965 1966 1967 1968

Total-State General Expenditures 223,632 239,597 282,452 299,326 326,163 350,390 413.344 448.491 558,223

+7% +18% +6% +9% +7% +18c; +8'; +24,',

Legislative Branch 784 2,273 944 2.341 1,008 2,655 1,716 2,881 1,630

Judicial Branch 4,688 6,785 8,657 9,2:38 9,659 10,188 12,530 13,835 15.599

+45% +285, +7r1r +5% +5% +23% --r 10',% 1:3',7

General Government 6,885 7,702 8,273 8,349 8,521 8,968 .10,689 12,066 15.092

+12% +7% +1% +2% +5% +19',1 +13'3 +25,-3

Regulation and Protection 12,544 13,854 9,717 9,926 10,133 10,797 12,371 13,571 16.177

+10% (445) +2% +2% +7% +15% +105 +19'

Natural Resources and Recreation 4,850 5,101 5,420 5,798 5,955 6,611 7,519 8,294 9,184

+5% +6% +7% +3';', +11% +14% +10',;. +11%

Health and Hospitals 40,971 42,439 44,239 45,92e 48,227 51,824 59,642 64,786 75,205

+4% +4% +45, +5% +7% +15% +9%. +16%

Transportation 811 839 1,066 1,156 1,089 1,154 20N 3.352 4,329

+35 +27% +8% (65) +6% +152% +15c,% +29%

Welfare 51,114 51,967 60,925 67,434 76,062 85,778 90,386 99,545 126,176

+1% +17% +11% +13% +1370 +5% +10% +27,,;,

Education 71,603 77,282 106,166 110,904 123,913 128,457 163,363 174,898 224,116

+8% +37% +4% +12% +4% +:27'70 +7';', +28%

Correctional Agencies 6,212 7,824 8,660 9,327 10,062 10,862 12,038 12,755 14,845

+26% +11%; +8% +8% +11% +6% +16%
_

Debt Service 17,837 17,385 20,151 20,282 20,399 20,552 25,591 24,932 31,935

(3%) +16% +1% +1% +1% +25% (3%) +28%

Non-Functional Purposes 5,334 6,143 8,233 8,644 11,734 12,544 14,595 17,576 23,934

+15% +34% +5% +36% +7% +16% +20%. +36',.%'
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Est.
1973

Projected

1969 1970 1971 1972 1974 1975 1976 1977

662,962 742,885 895,623 1,000,739 1,144,000 1,205,000 1,270,000 1,333,000 1,900,000

+19% +12% +21% +12% +14% +5% +5% +5% +5%

3,990 2,167 4,856 3,873 5,746 5,904 6,163 6,930 6,716

(20%) +98% +3% +4% +4% +9%

17,747 19,263 21,449 21,959 22,790 23,552 24,769 26,024 27,353

+14% +9% +11% +2% +9% +3% +5% +5% +5%

18,896 20,08 23,753 34,870 35,933 37,103 28,979. 90,919 42,969

+25% +8% +16% +17% +3% +3% +5% +5% +5%

18,054 19,553 21,998 12,084 16,777 17,329 18,219 19,127 20,099

-F12% +8% +11% (45%) +39% +3% +5% +5% +5%

9,866 10,023 11,048 10,969 11,919 12,345 13,026 13,728 14,969

+7% +2% +10% (1r.; ) +9% +4% +6% +5% +5%

85,717 91,118 104,282 100,703 103,731 107,835 119,251 120,779 127,720

+14% +6% +14% (:3%) +3% +4% +6% +6% +6%

3,709 3,184 7,713 7,725 9,554 9,814 10,242 10,683 41,156

(14%) (14%) +142% 0% +24% +3% +4% +9%

163,878 196,745 239,897 269,769 299,065 306,297 318,477 331,053 344,579

+30% +20% +22% +12% +11% +2% +4% +9% +4%

259,941 263,488 311,181 329,808 395,039 409,717 930,359 949,568 970,039

+16% +1% +18% +6% +20% +4% +5% +4% +5%

17,302 19,728 22,577 23,035 23,854 24,771 26,212 27,699 29,257

+17% +14% +14% +2% +4% +4% +6% +6% +6%

34,042 52,167 78,055 106,143 142,213 161,970 168,824 175,052 182,932

+7% +53% +50% +37% +33% +14%. +4% +4% +5%

29,820 95,04!3 98,813 79,203 77,389 88,362 100,484 111,959 122,726

+25% +84% +8% +62% (2%) +14% +14% +11% +10%

Source: Data Series Connecticut State Revenues, Expenditures,
Employees (July, 1970), Connecticut Public Expenditure Council.
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past expenditure increases. Each function was
first increased by 31 annually from 1973
through 1977. to distribute the variable element
of cost, Then the amount for salary increments
was distributed to each function according to its
number of State employees. The projected in-
creases for funding State employees' retirement
and for reimbursement to towns for tax losses
were added to the Non-Functional category. In-
creases for the University of Connecticut Health
Center were added to the Education function.

Treatment of Stint/uses Generated in
FY '72 and '73

The surplus in FY '72 totaled $29 million. Be-
cause of the timing of new legislations controlling
the treatment of the accumulated deficit and
handling of current surplus, the full deficit of $21.1
million was allowed to be funded. The accounting
effect of this treatment of the FY '72 surplus is
to have it flow through and be additive to the
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1973 estimates surplus. However the required
repayment of the capital gain tax refunds of $17

will he charged against the 1:''Y '72 surplus
and will. therefore, reduce the recorded surplus to
$12 million. Since the Commission is anticipating
excess revenue of $11 million in FY '73. the total
surplus as recorded can he $53 million. The
aggregate surplus for FY '72 and '73 will he held
in a special fund to be applied according to statute
to reduce the accumulated deficit in future years.

If-State revenues, from all sources under pres-
ent laws. grow at an annual rate of 5-7(; , and ex-
penditure growth can be limited to an annual
growth of 5', ; . maximum excess revenue will con-
tinue to develop as outlined in Chart C-2 and Table
C-7. ExiTss revenues are expected to range from
the $12 million generated in 1972 (after repay-
ment of $17 million in capital gains tax overpay-
ments) to $128 million by FY '77. It is from these
excess revenues that the Commission program
can be financed.



MWENDIX A

Description of ConnectieUrs Present Tax Sir Ileill
Under present law. Connecticut imposes nearly

30 different ;lazes. most of which are collected
by the State Tax Commissioner. Appendix A con-
tains a brief description of the nature of each of
these taxes and the rates at which they are im-
posed. The taxes are classified into several groups,

including death taxes. capital gains and dividends
taxes. excises. property taxes (levied by local
governments). corporate business taxes. insurance
company taxes. initial taxes on businesses, licens-
ing. permit. unemployment insurance, and other
miscellaneous ta:,.es.

Death Taxes

Succession and Transfer (Inheritance) Tax
This tax is imposed on the right to inherit prop-

erty passing IT will, intestacy or IT gift during
life made under circumstances considered the
equivalent of a transfer at death. This includes
a gift made in contemplation of death (within 3
years of death under circumstances indicating
that death niotives predominated) or where the
use of the property was retained for life or the
gift was revokable or not intended to take effect
until death.

Non-residents of Connecticut are taxed on all
such transfers of real and tangible personal prop-
erty situated within Connecticut, while residents
are taxed on all this property as well as on all
their intangible property wherever situated.

Property over which the decedent possessed a
general power of appointment, whether or not he
exercised it, is also included in his estate. How-
ever, life insurance is not taxable. Social security,
railro,gd retirement, and employee death benefit
payments from a plan qualified for exemption
from Federal income taxes (other than the pro-
portion representing the decedent's contribution),
if paid to beneficiaries other than the decedent's
estate, are exempt.

There is a $5,000 exemption for jointly held
bank accounts and government bonds. The de-
cedent's fractional share in excess of this exemp-
tion is taxed, whether or not he contributed any-
thing to the joint property,. The entire amount
may be included if the trans'fer into joint tenancy
was equivalent to a transfer at death.

Beneficiaries are taxed in four different cate-
gories, depending upon how closely they were re-
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lated to the decedent. Exemptions and rates differ
for each class. Class AA consists of the surviving
husband or wife. receives a $50,000 exemption.
and is taxed at rates ranging from 31:: to of
fair market value. Class A consists of thAural
and adopted children, grandchildren and other de-
scendents as well as parents and grandparents.
There is a $10,000 exemption for the class. Rates
on transfers exceeding this amount are 3''; to
$':. the same as in Class AA.

Class B consists of brothers, sisters, sons-in-law,
daughters-in-law and natural or adopted descen-
dents of brothers or sisters, whether of the whole
or half blood. There is a $3,000 exemption for the
class. Rates range from 4';: to 10r Class C
consists of all other beneficiaries. There is a $500
exemption for this class, whose rates run from
8';; to 14',;7. However, transfers to a qualified
charity are not taxed, although all charities are
in Class C.

Deductions are allowed for debts, funeral and
administration expenses, and reasonable family
support for 12 months. A surtax is added
to the amount of the succession tax otherwise due.

The Connecticut succession tax return must be
filed in duplicate with the Probate Court within
9 months after death. There are liberal provisions
for granting extensions of time for filing. If at
least 80(,; of the amount finally determined to be
the correct tax is paid within 9 months of death,
there will be no interest on the unpaid balance.
The tax is computed by the State Tax Commis-
sioner, based upon the information in the tax re-
turn. Interest at 9 per annum is charged after
9 months en unpaid tax.



The inheritance tax yielded $16.305,000 for the
fiscal year ending .June 30, 1971, representing
5.821 y of State tax collections that year.

Estate Tax
The Federal tax laws allow a credit against the

Federal estate tax for some of the death taxes
paid to a state. In a few resident estates exceed-
ing $100,000 the Connecticut inheritance tax is
insufficient to absorb this credit. This may occur
where there is a substantial amount of life insur-
ance rr ,ve to other assets, since insurance is

not taxed by Connecticut hitt is subject to Federal
estate tax.

The Connecticut estate tax is designed to absorb
the amount by which the Federal credit exceeds
the other death taxes payable to all .states, includ-
ing Connecticut. Since it is in lieu of Federal
estate taxes. it is not an additional ,!iurden on the
estate. but merely shifts tax revenue from the
Federal government to Connecticut. Similar taxes
exist in all states except Nevada.

The tax amounted to $283,000 in ihe June 30,
1971 fiscal year, or ,036!.% of total collections.

Capital Gains and DiN idend Tax
This tax is imposed on the dividends and net

capital gains of resident individuals at a rate of
6!: if the total capital gains and dividends exceed
$100. There is a complex exemption formula,
based upon a fraction relating taxable gain and
dividends to revised Federal adjusted gross in-
come figures for the entire family. This could
exempt up to $2,000 of this income- ($5,000 in the
case of persons over 65).

The tax is imposed on 502. of net long term
gain and on all net short term gain, as calculated
for Federal income tax purposes. Federal non-
recognition .provisions apply and returns are due

at the same time as Federal income tax returns.
The tax does not apply to the income of estates and
trusts that is taxed to these entities for Federal
purposes. Capital gains and dividends distributed
from estates and trusts, on which the beneficiaries
pay a Federal tax, are taxable by Connecticut.
Dividends !mid by domestic international sales
corporations are excluded from the tax.

The tax produced $10,331,000 in the June 30,
1971 fiscal year (prior to the time it was imposed
upon dividends), amounting to 1.299',', of state
tax collections.

Excise Taxes

Admissions, Dues and Cabaret Tax
There is a 10%. tax on the admission charge to

any place of amusement, entertainment or recrea-
tion. This tax is also imposed on amounts paid for
refreshments, service, or merchandise at cabarets
and similar places furnishing public performances
(other than mechanical music alone or the music
of a single instrumental performer) for profit. All
dues, initiation fees, and membership fees paid
to any social, athletic, and sportirg chub or or-
ganization, except those specifically exempted,
also are taxed at 10%.

The exemptions include admission charges of
less than one dollar, daily admission charges en-
titling a patron to participate in athletic or sport-
ing activities, or admission charges by tax-exempt
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organizations. The membership fee tax does not
apply to either annual or life dues or full initiation
fees of $50 or less, dues of a charitable, religious,
non-profit educational or governmental agency
club, or organization or dues of any lodge :1r local
fraternity organization, or charges for certain
special assessments.

Monthly returns are due on or before the twen-
tieth of each month, together with payment of the
tax to the State Tax Commissioner.

Alcoholic Beverage Taxes
Excise taxes are imposed on distributors selling

beer, liquor, or wine in Connecticut. They are
payable monthly to the State Tax Commissioner
at the rate of $2.50 per barrel of beer oar gallon



of liquor, 25 cents per gallon of still wines and
G21,' cents per gallon of sparkling wines. The tax
produced $28.005,000 for the June 30, 1971 fiscal
year, amounting to 3.52c1 of total collections.

Gasoline and Special Fuel Taxes
This is a tax at the rate of 10 cents per gallon

on all fuel sold by gasoline distributors and on the
users of special fuel. Collection is made by the
retail dealer. Fuel sold to any government at other
than a retail outlet, sales between licensed distri-
butors, and gasoline used in off -road vehicles, air-
craft, and motor boats is also exempt. Returns
must be filed monthly.

Motor Carrier Road Tax
This is a tax on every motor carrier (the opera-

tor of a passenger vehicle seating more than 9
passengers plus a driver, a road tractor, tractor
truck or any truck with more than 2 axles) using
Connecticut highways, except Connecticut motor
bus companies, operators of no more than 3 trucks
having more than 2 axles. government vehicles
and school lAses. It is based on the amount of
motor fuel used by a carrier in its operations with-
in Connecticut at 10 cents per gallon of fuel used,
with a credit for the amount of taxes paid on
motor fuel purchased by the carrier within Con-
necticut.

Quarterly reports,are required to be filed. The
purpose of the tax is to require heavy vehicle
operators to purchase in Connecticut as much
motor fuel as they use in this State.

Revenues, including those from gasoline and
special fuel taxes, are $103,215,000 or 12.974% of
total collections.

Cigarette Tax
This is a stamp tax of 101/2 mills per cigarette

(21 cents per pack of 20) on all cigarettes held for
sale, storage, or use in the State. Cigarettes sold
in State institutions, previously taxed imported
cigarettes, and the storage or use of less than 201
cigarettes, brought into Connecticut by a person
or in accompanying baggage, are exempt.

Payment is made by purchase of stamps from
the State Tax Commissioner. The use of metering
machines is allowed. Each cigarette distributor
or dealer must obtain a license for $150 per year
per distributor and $10 per year per permanent
dealer.
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Sales and Usc Tax
The sales tax is imposed on retailers at the rate

of 7 of gross receipts from the sale of tangible
personal property or the total amount of rent re-
ceived for room occupancy in hotels and lodging
houses for the initial period of not over 30 con-
secutive days. A 7(;;- use tax is imposed on the
storage, use, or other consumption in the State of
tangible personal property not subject to the sales.
tax.

Both taxes are imposed on all persons engaged
in the businesses of selling, producing, fabricat-
ing. or processing- tangible personal property at
retail, transferring room occupancy, or storing or
using for consumption any item or article of tan-
gible personal property. The taxes apply to mach-
inery and equipment used in business.

Exemptions exist for sales to various govern-
ments, nonprofit charitable hospitals, charitable or
religious organizations, and educational institu-
tions. Hospital and nursing institution meals,
utility charges up to $10 per month, prescriptions,
magazines and newspapers, cigarettes, clothing
for children under 10 years of age, professional,
insurance, or personal services, livestock and feed,
food products. containers, motor vehicle fuel, do-
mestic fuels, gas and electricity for domestic heat-
ing, meals under $1, materials used in the pro-
duction of finished products to be sold, oxygen,
blood, plasma, and physical aids, aircraft sold for
use as interstate or foreign carriers, industrial
waste treatment facilities, and air pollution con-
trol facilities are also exempt.

Use tax exemptions exist for property subject
to the sales tax, property purchased for the
United States, and purchases not exceeding $25.
Exemptions from the tax on room occupancy in-
clude those in privately owned and operated con-
valescent homes, homes for the aged, infirm, in-
digent, or chronically ill, religious or charitable
homes for these people, children's summer camps
and educational institutions' lodging accommoda-
tions. Property on which a tax has been paid to
another state is exempt, to the extent of the tax
paid.

Permits must be obtained fre-Yri the State Tax
Commissioner at a fee of $1 and quarterly reports
are required. $265,217,000 was produced in the
fiscal year ending June 30, 1971 or 33.335% of
the State's revenues,



Property Taxes

Real and Tangible Personal Property Taxes
Although imposed by State law, the real and

tangible personal property taxes are collected by
the local government of the area in which the
property is situated. This means that property is
subject to more than one local jurisdiction's tax-
ing power, since at the very least the property will
be taxed by the town and the fire district in which
it is located.

All real and tangible personal property, unless
specifically exempt (most tangible personal prop-
erty of individuals is exempt) is taxable at a uni-
form percentage of its present true and actual
valuation, not to exceed 100%. As a matter of
practice, valuations are about 60% in most juris-
dictions. Property tax rates are fixed by the local
taxing authorities at a specified number of mills
per thousand dollars of assessed valuation. These
vary throughout the State each year.

Among the exemptions from the tax on tangible
personal property are monthly average inventories
of manufacturers, to the extent of 60% of their
valuation in 1972, 70% in 1973, 80% in 1974, 90%
in 1975 and their entire value in 1976 and there-
after. Inventories of mercantile establishments
are exempt to the extent of one -sixth of assessed
valuation in 1972, increasing by multiples of one-
twelfth each year until they are completely
exempt in 1982 and thereafter. The property of
various governmental units and charitable type
organizations is also exempt.

Most jurisdictions provide for an Octobqr 1.

assessment date, although some of them use other
dates, such as July I or September 1. Personal
property is appraised annually and real estate is
subject to reappraisal every 10 years. Appraisal
is performed by town appraisers. Taxes are paid
to the local tax collector.

Certain ships and public utility property are
specially treated. Farm forest preserves and open
space lands are assessed on the basis of use.
There are various other complicated exceptions
and exemptions in the law.

Individuals are chiefly affected by a tax on their
homes. their motor vehicles (registration lists are
furnished by the Motor Vehicle Department to the
town assessors) and motorboats.

Real Estate Transfer Tax
This tax is imposed on every person conveying

-real estate at the rate of 55 cents per $500 of
consideration paid for the real estate. It is pay-
able upon recording of the conveyance by the
Town Clerk of a town in which any part of the
property is situated. No tax is imposed if the
consideration is $100 or less.

There is an additional conveyance tax imposed
on sales of farm, forest or open space land, sold
within 10 years from initial acquisition or classi-
fication, at rates ranging from 1% to 10% of
total sales price, depending upon when the prop-
erty is sold.

Corporate Business Taxes

Corporate Franchise (Income) Tax
A corporation business tax, in the form of an

annual franchise tax measured primarily by net
income, is imposed on business and Onancial cor-
porations, most utilities, and both incorporated
and unincorporated air carriers. The tax, is im-
posed on both domestic (Connecticut based) and
foreign (out of state) companies doing business
in Connecticut or with the right to do business in
Connecticut. Insurance, railroad, and- express
companies are exempt. They pay other taxes in?
lieu of a franchise tax measured by net income:
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CoMpanies exempt from the Federal corporation
income tax such as cooperative housing corpora-
tions, electric cooperatives, mutual trust invest-
ment companies, and investment companies owned
by savings banks, are also exempt.

Corporations, pay the higher of: a tax of 8%
on net income measured by Federal corporate in-
come definitions a:1d adjusted for Connecticut tax
purposes; or a tax on net wort') and debt of 4
mills per dollar. (A special alternate tax formula
applies to deposit financial institutions.)



Returns must be filed with the State Tax Com-
missioner within ninety clays of the close of the
corporation's taxable year, -declarations of esti-
mated tax are required where the preceding
year's tax liability was over $10,000 or the current
year's liability is estimated to exceed this amount,

Because the tax is in the form of a franchise
tax, measured primarily by net income. Federal
honcl interest may be included although it is not
subject to direct State income taxation.

The tax yielded $127,686 for the .June 30, 1971
fiscal year. amounting to 16.0,19% of State tax
collections.

Air Carrier Tax
This is an 8(2-. annual tax on both incorporated

and unincorporated air carriers receiving revenues
for transporting persons or property by al, and
landing or taking off in Connecticut. The statu-
tory formula used to determine the taxable base is
different from that for the corporate franchise
tax.

Public Utilities
Gross earnings taxes are imposed on substan-

tially all utility companies, including railroad, ex-

press, telegraph, telephone, cable, community an-
tenna television system, and car companies. as
well as pipeline, sewage, water. gas, electric, and
power companies. However. certain railway com-
panies whose annual net railway operating income
does not exceed Sr,; of gross income are exempt.
Other railroad companies are taxed at rates be-
tween 2'; and 31-,(;:, depending upon the ratio of
their net railway operating income to their gross
income. Car companies are taxed at 3(7,;-. express
companies at 21-:;-, (to the extent that their gross
earnings are from the operation of railroad
routes), telegraph and cable companies .at
telephone. and community antenna television sys-
tem companies at S,c, while the gross earnings
of water, gas, electric, and power companies are
taxed at 5%.

These taxes are in lieu of franchise taxes based
on income. To a limited extent they also replace
property taxes. They are imposed on substantially
all gross earrings or recpts, with few deductions,
but only such receipts as are appropriately attri-
butable to Connecticut, on a mileage or compara-
ble basis, are taxed.

The revenue in the fiscal year ending June 30.
1971 from the public utilities taxes was $37.616,-
000 or '1.728% of total collections.

Insurance Company Taxes and Costs
Domestic Insurance Companies Premium Tax

Total net direct premium income of domestic
insurance companies from policies written on
property or risks located or resident in Connecti-
cut are taxed. Net direct life insurance premiums
are taxed at 21A(/'; until June 30, 1973. All other
net direct premiums are taxed at 23(1,(2;-, After
June 30, 1973, all net direct insurance premiums
will be taxed at 2%.

Dmoestic 7nsurers Interest and
Dividends Tax

This is an annual tax on domestic insurance
companies net receipts of interest and dividends
at 31/4% until the last 6 months of 1973 and
2%% for the balance of that year. The tax will
not apply thereafter.

Excluded from the tax base are Federal and
Connecticut (State and municipal) bond interest,
dividends from other domestic insurance corn-
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panics taxable under the law, and pro rata por-
tions received from st,,,a of domestic insurance
holding companies. Life insurance companies and
life insurance departments of other insurance
companies are allowed an additional exclusion
amounting to 81c;- of the interest and dividends
remaining after subtracting the other exclusions.

Foreign Insurance Company Premium Taxes
Net direct life insurance premiums received

by foreign insurance companies from Connecticut
sources are taxed at 134%; all other net direct
premiums are taxable at 2(,7;-.. Starting in 1973,
the rate will be 2% on all taxaMe net direct
premiums.

Examination Costs
Costs of examining domestic insurance com-

paniei, and the valuation costs of domestic life
insurance companies are assessed against the
companies.



LicenseS and Miscellaneous
All insurance companies wishing to do business

in Connecticut must obUlin an annually renewable
license at a fee of $20, insurance from unauthor-
ized insurers is taxed, and retaliatory taxes are
imposed on foreign insurance companies to equal-
ize the tax and other burdens imposed on Con-
necticut companies by other states.

Self-Insured Employee 'Welfare Benefit Plans
There is an annual tax of 23/4.% on health

benefits from these plans. Death benefits are

taxed at 21/, 5i.. The tax does not apply to benefits
insured by an insurance company, a non-profit
hospital or medical service corporation, plans
covering less than 10 employees, or to certain
other plans qualifying for special treatment under
the Federal Internal Revenue Code.

Hospital and Medical Service Corporations
There is a 2% tax in 1972 and 1973 on total

net subscriber charges received by each hospital
and medical service corporation.

All insurance company taxes produced $61,094,-
000 or 7.679% of total taxes in Fiscal Year 1971.

Initial Taxes on Corporations and Required Reports
Domestic Corporations

Upon the formation or any increase in the
authorized capital stock of a domestic corpora-
tion, a tax is imposed on its authorized shares,
payable to the Secretary of State. This is at the
rate of one cent per share for the first 10,000
shares, one -half cent on the next 90,000, one-
quarter cent on the next 900,000 and one-fifth of
a cent per share on all shares in excess of one
million, with a minimum tax of $50.

Foreign Corporations
While there is no tax on the shares of a foreign

corporation, at the time one applies for a certifi-
cate of authority to do business in Connecticut,
a license fee of $100 and a filing fee are required.

Filing Fees.

Various filing fees are required to accompany
corporate documents that must be filed with the
Secretary of the State's office at different times
during life of a corporation.

Annual Corporate Reports

Domestic and foreign corporations pay a $16
filing fee for annual reports.

The revenues from corporate organizations and
qualification fees, foreign corporation fees, and
annual report fees amounted to $562,000 in fiscal
year 1971, or .071% of total collections.

Business License Taxes and Permit Fees
Liquor Licenses

Manufacturers, wholesalers, retailers, restaur-
ants, and all other similar vendors of alcoholic
beverages must obtain permits, paying annual
fees to the Liquor Control Commission varying
from $80 to $2400.

Motor Fuel Distributors
The Tax Commissioner licenses motor fuel

distributors at the rate of $7 for the first pump
and $2 per additional pump. Users of and retail
dealers in special fuels must obtain licenses. Fuel
oil sellers need annual permits at a f.t of $100.
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Motor Vehicle Registration Fees
Annual fees must be paid to the Commissioner

of Motor Vehicles at the rate of $15 per passenger
car and from 50 cents to 75 cents per 100 pounds
of gross weight for commercial vehicles, There
is an $8 biannual ..F,?.e for driver's licenses, with
some variation for .,pecial vehicles and learner's
permits.

Motor Carrier Road Permits
A fee of $3 per vehicle must be paid by each

out-of-state motor carrier using Connecticut high-
ways,



Motor vehicle registration and carrier fees
amounted to $48.476,000 or 6.093c State tax
collections in the fiscal year ending June 30, 1971.

Aircraft Registration Fees
Aircraft registration fees are based on gross

weight and range frum $10 to $40. Transfer of
registration is $2, a manufacturer's permit $50,
and glider registration is $2.

Town License Fees
Nominal license fees are imposed by towns on

various occupations, such as auctioneers, billiard
rooms, bingo games, itinerant vendors, junk deal-
ers, lodging houses, pawn brokers, and peddlers.

Prescribed Licenses and Taxes
Certain professions, occupations and other activ-

ities are required to pay license fees or occupa-
tional taxes to State authorities. They include
accountants (State Board of Accountancy), per-
sons engaged in outdoor advertising (must ob-
tain both a license for doing business and a permit
for each sign erected, costing $5 to $15 depending
on the size of the sign, from the Commissioner of
Transportation, formerly Commissioner of State
Police), airports, restricted landing areas and
other air navigation facilities (Commissioner of
Transportation), ambulance services (Commis-
sioner of Health) , amusement parks, apple juice
extraction plants, attorneys, auctioneers (Com-
missioner of State Police),- automobile clubs
(Commissioner of Motor Vehicles), bait dealers
(Commissioner of Environmental Protection),
bakeries, manufacturers and dealers in bedding
and upholstered furniture (Commissioner of
Labor and Factory Inspection), nonalcoholic bev-
erages (Commissioner of Food and Drugs), boilers
(State Boiler- Inspector), boxing and wrestling
exhibitions or bouts (Commissione of Consumer
Protection), cattle or swine dealers and brokers
(Commissioner of Agriculture), child day-care

centers (Commissioner of Health), manufacturers
and distributors of chimney and flue chemicals
(Commissioner of State Police), collection agen-
cies (State Treasurer), trademarks and service
marks (Secretary of State), commercial feed and
commercial fertilizers- (Director of Connecticut
Agricultural Experiment Station), commercial fish
hatcheries (Commissioner of Environmental Pro-
tection), commission sales stables (Commissioner
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of Agriculture), credit unions (Bank Commis-
sioner). debt adjustors (Bank Commissioner),
driving schools (Commissioner of Motor Vehicles),
drug manufacturers and wholesalers (Commis-
sioner of Food and Drugs), electrical workers (Ex-
amining Board for Electrical \\7orkers, eleva-
tor craftsmen and elevator helpers (Applicable
Board). owners and operators of elevators and
escalators (Labor Department). employment agen-
cies (Labor Commissioner). engineers and sur-
veyors (State Board of Registration for Profes-
sional Engineers and Land Surveyors), manufac-
turers and handlers of explosives (Commissioner
of State Police or Lecal Fire Marshall) . manu-
facturers and dealers in fireworks (State Fire
Marshall), commercial fishing operators (Com-
missioner of Environmental Protection), fraternal
benefit societies and agents (Insurance Commis-
sione). frozen dessert manufacturers (Commis-
sioner of Consumer Protection), fund raisers (De-
partment. of. Welfare), funeral directors and em-
balmers (a;ard of Examiners of Funeral Direc-
tors and Embalmers), game and fur breeders
( Commissioner of Environmental Protection and
Thvestock Division of. Depatn)ent of Agriculture),
hairdressing and cosmetology schools (State De-
partment of Health), persons distributing ma-
terials for industrial homework (Comniissioner
of Labor and Factory Inspection) , casualty insur-
ance adjustors. insurance agents, brokers, public
adjustors, excess line insurance brokers. certified
insurance .coirmItants, insurance premium finance
companies (Insurance Commissioner), investment
counsel and investment counsel agents (Bank
Commissioner), itinerant vendors (Commissioner
of Consumer Protection), kennels, pet shops and
grooming facilities for dogs (Commissioner of
Agriculture), landscape architects (Connecticut
State Board of Landscape Archite;'_!s'), live poultry
dealers (Commissioner of AgTiculture), lobster
vessels (Commissioner of Environmental Protec-
tion), ineat. and poultry product._:' inspection
(Commissioner of Consumer Protection), milk
marketing (Commissioner of Agriculture), milk
weighing, sampling, and testing
of Agriculture), mobile home pz,-'s (Connecticut
Real Estate Commission), money forwarders
(Bank Commissioner), motion ph,ture exhibitors
(Commissioner of State Police), motor vehicle
dealers, repairers, auctioneers, junk yard opera-
toi's, leasing companies, and manufactures (Com-
:taissioner of Motor Vehicles), motor physi-
cal damage appraiser (Insurance Commissioner),



motor vehicle racers (Commissioner of State
Police), motorboats (Town Clerk of owner's resi-
dence), nurserymen (State Entomologist), .occu-
pational schools (State Board of Education). oys-
ter vessels (Commissioner of Agriculture). pesti-
cides distributed, sold. or transported in Connecti-
cut (Commissioner of Environmental Protection),
pharmacies and pharmacists (Commission of
Pharmacy). plumbers and pipe workers (Applica-
ble Board) , private detectives and security sery
ices (Commissioner of State Police). fur
buyers (Commissioner of Environmental Protec-
tion) real estate brokers and salesmen (Connecti-
cut Real Estate Commission), operators of refrig-
erated lockers (Commissioner of Consumer Pro-
tection), manufacturers. and sellers of renovated
butter (Commissioner of Consumer Protection),
sales finance companies (Bank Commissioner),
sanitarians (State Board of Registration for Sani-
tarians), securities brokers, dealers and salesmen
(Bank Commissioner), persons and others en-
gaged iii a small loan business (Banking Commis-
sion), steam fitters (Applicable Board, swine

growers (Commissioner of Agriculture), taxi-
dermists (C-mmissioner of Environmental Pro-
tection). television, radio, stereo, and receiving
equipment servicemen and repairmen (State
Board of Television Service Examiners), trading
stamp companies (Secretary of State), food and
drink vending machine operators (Commissioner
of Consumer Protection) , public weighers (Com-
missioner of Weights and Measures), dealers and
repairers of weighing and measuring devices
(Commissioner of Consumer Protection). well
drillers and pump installers (State Well Drilling.
Board). and youth camps (State Department of
Ilealth).

Certificate for Doing Business under an
Assumed Name

Individuals, partnerships; and corporations do-
ing business under an assumed name must file a
certificate with the Town Clerk of the town in
which the business is being conducted. The filing
fee is $1.

Unemployment Compensation Tax
This tax provides a fund front which unemploy-

ment compensation benefits are paid. It is im-
posed .at a maximum rate of 2.7% on the first
$4,200 of wages paid in the calendar year to each
employee. However, under :ertpin circumstances,
employers may have their rates reduced to as low

as .25%, based upon the experience they have
had with compensable separations. The tax is
administered by the Administrator of the Employ-
ment Security Division.

The tax produced $64,051,000 in the fiscal year
ending June 30, 1971.

Revenue Collections for Fiscal Year Ending June 30, 1971
. Total State tax collections for the year ending

June 30, 1971, were $795,589,000;...not including
$64,051,000 unemployment tax. The total includes
taxes that were not listed in earlier parts of the
report. These were the admissions and member-
ship tax of $6,155,000, game and fish permits and
license fees of $833,000, and boat registration fees
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of $230,000. Percentages of revenue do not total
100 %, due to omission from the report of these
tax items, which amounted to 1.321 of the total.
Unemployment insurance contributions are not
considered a tax for the purpose of these per-
centages.



APPENDIX B

Description of Revenue Sharing
(State and Local A.o.istance Act of 1972)

General

Revenue sharing became a reality in October.
1972, when the "State and Local Assistance Act
of 1972" ("Act") was passed by Congress and
approved by the President. Under the Act State
and local governments in Connecticut will receive
an estimated $(ft million annually from the Fed-
eral government.

Revenue sharing is intended to alleviate the
escalating need for .tax revenues by state and
local governments. Operating on a limited tax
base, state and local governments have been forced
to increase their tax rates to meet increased ex-
penditures. Between 1946 and 1970 state and local
government expenditures have tripled, and as a
result state and local government tax revenues
notwithstanding Federal aid have increased at an
annual average rate of 9.7r; . Revenue sharing is
an attempt to limit such increases in the future.

The Federal government. recognizing the need
of the state and local governments for supplemen-
tary revenues. has increased grants in aid from
$6.7 billion in fiscal 1959 to an estimated $38 8
billion in fiscal 1973 not including revenue sharing
aid. Grants in aid arz' distributed through "cate-
gorical grants" and finance specific projects like
highways or sewers or pay for particular pro-
grams such as welfare and job training. Revenue
sharing differs from categorical grant aid because
it is not earmarked for particular projects Or
programs. State and local governments are given
considerable discretion to spend revenue sharing
funds as they determine. This is in contrast to
grant programs which are limited by extensive
Federal regulations requiring strict compliance
by state and local governments in order to he
eligible for such aid.

Limitations on Use of Funds
There are, however, ce 4-in limitations on the

use of revenue sharing funds. Such funds cannot
be used by the state or local governments as their
:;hare of matching contributions required to ob-
tan Federal aid under any of the categorical grant
programs. Rather, local governments must use
the funds for "priority expenditures." These in-
clude all ordinary and necessary capital expendi-
tures and eight types of ordinary and necessary
non-capital expenditures: (1) public safety, such
as law enforcement, fire protection, and building
code enforcement; (2) environmental protection,

such as sewage disposal, sanitation, and pollution
a5atement; (3) public transportation, such as
transit systems and streets and roads; (4) health ;
(5) recreation ; (G) libraries; (7) social services
for the poor or aged; and (8) financial administra-
tion. The most obvious type of current expendi-
tures excluded from this list is education expendi-
tures. There are no .s filar substantive restric-
tions on how state governments may spend their
revenue sharing funds, a.al nothing in the act
prohibits states from distributing all or a portion
of their funds to their local governments.

Nation-wide Alloc-AiJEs For Five-Year Period
The new law establishes a 5-year sharing pro- December 31, 1976. A total of S5.3 billion will

gram, beginning January 1, 1972 and terminating be available to supplement the budgets of state
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and local governments throughout the United
States for the 1972 calendar year, and this amount
will increase to $6.5 billion by the 1976 calendar
year. Although all the first year's funds will.not
be distributed until early in 1973, the revenue
sharing program has a January 1, 1972 starting
date because many state and local governments in
making up their 10';'2 budgets counted on such
funds.

The Secretary of the Treasury administers the
revenue sharing program and allocates the funds
for each entitlement period from the appropria-
tions listed below.

Appropriation

$2,650.000,000
2,650,000,000

Jan.
July

Entitlement Peridd

1, 1972 June 30,
1, W72 Dec. 31,

1972
1972

2,987,500,000 Jan, 1, 1973 June 30, 1973

6,050,000,00 July 1, 1973 June 30, 1974

6,200,000,000 July 1. 1974 June 30, 1975

0,350,000.000 July 1, 1975 June 30, 1976

:L325,000,000 July 1, 1976 Dec. 31..1976

Distribution of the appropriations for the first and
second entitlement pm iods are scheduled for De-
cember, 1972 and January, 1973 respectively. Dis-
tributions covering subsequent entitlement periods
are to 1.,e made in quarterly installments with the
first installment due the beginning of April, 1973.

Allocation of Funds Between State and Local Governments
The Treasury Secretary will allocate and -dis-

tribute funds amonh the states and the approxi-
mately 38,700 general purpose local governments
according to formulas set forth in the law. In
general, the total appropriation for each entitle-
ment period will be allocated among all the states
with one-third of the amount allocated to each
state paid to the state government and the re-
maining two-thirds paid to the state's local gov-
ernments. In Connecticut, two-thirds for local
governments will first be allocated among Con-
necticut's 8 county areas and then allocated among
each of the local governments in each county.
The formulas are complex and require the use of
substantial census data.

TABLE C-10: Revenue Sharing Funds

Preliminary estimates of amounts to be received
the first two ....T.iitlement periods, calendar year

1972, are based on a report of a Senate-House
conference committee. These amounts are listed
below in Table C-10. They are not based on final
census data, however, and the amounts which the
state and each local government in Connecticut
receive may not be the exact amount shown.
The amounts to be distributed in .subsequent en-
titlement periods will also differ from these in the
chart since the data used in the allocation formu-
las will change and the total appropriation will
increase.

Allocated to Connecticut for 1972

Total allocated to Connecticut
Total grant to State of Connecticut
Total available to local governments

$66,200,000
22,100,000
44,100,000

Fairfield County area 9,211,352 Fairfiel Town 608,963 Hartforil County area 13,626,M
Fairfield County govt. ........ 0 Gromwich Town 414,836 Hartford County govt. 0

Total to all cities over 2,500 5,430.537 Monroe Town 182,374 Total of all cities over 2,500 6,265,517

Total to all cities under 2,500 26,237 New Canaan Town 76,778 Total to all-cities ender 2,500 0

Total to all towniriips 3,755,578 New Fairfield Town 20,346 Total to all townships ...... 7,361,322

Bridge port City 2,619,709 Newtown Town 204,481 Bristol City l,170,772

City of Danbury 708,060 Ridgefield Town 202,759 Hartford City 3,334,147

Norwalk City
Shelton City
Stamford City

830,356
210,200

1,061,121

Stratford Town
Trumbull Town

1,003,579

394,153

New Britain City
Avon Town
Berlin Town

1,760,599
58,676

208,919

Bethel Town 216,167 Westport Town 153,382 Bloomfield Town 221,705

Brookfield Town 48,836 Wilton Town 61,014 Burlington Town 29,518

Darien Town 71,319 Redding Town 29,808 Canton Town 66,148

Easton Town 21,739 Weston Town 30,28,: East Granby Town 41,880
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East Hartford Town 1,128,507 East Haddam Town :37.646 Norwich City 566.012
East Windsor Town 102 95 3 East Hampton Town 1.19,345 Colchester Town 76,772
Enfield Town 829,071 Essex Town 21,206 East Lyme Town '18,340
Farmington Town 138,269 Haddam Town 43,149 Griswold Town 16:3,799
Glastonbury Town 262,793 111iddlefield Town 24,798 Groton Town 520.118
Granby Town 65,164 Old Saybrook Town 113,088 non Town 4.2:36
Manchester Town 677,125 Portland Town 9:3,301 Ledyard Town 145,211
Marlborough Town 33,203 Westbrook Town 3.1,859 Lisbon Town 17,579
Newingtown Town 285,835 Montville Town 1:31,388
Plainville Town 338,753 New Haven County area.... 12,800,500 North Stonington Town .... 51,189
Rocky Hill Town 139,954 New Haven County govt... 0 Old Lyme Town 9.'359
Town of Simsbury 136,174 Total to all cities over 2.500 8,781,835 Preston Town 29.4:39
Southington Town 560,772 Total to all cities under 9,500 21,615 Sprague 59.38:3
South Windsor Town 285,618 Total to all townships .3,997,050 Stonington Town 106,484
Suffield Town 104,730 Ansonia City :334,37.1 Waterford Town 114.987
West Hartford Town 728,957 Derby City 200,872
Wethersfield Town 292,684 Aleriden City 885,850 Tolland County area 1.216,283
Windsor Town 322,895 Naugatuck Borough :374,960 Tolland County govt. 0
Windsor Locks Town 272,567 New Haven City 2,905,607 Total to all cities over 2,500 26,962

Waterbury City 2,284,316 Total to all cities under 2,500 0

Litchfield County area 1,768,424 Milford City 1,073,100 Total to all townships 1.189,32(1
Litchfield County Govt. 0 West Haven City 7.12,755 Stafford Springs Borough 26,902
Total to all cities over 2,500 546,447 13c .:ton Falls Town 45,683 Town of Bolton 26,071
Total to all cities under 2,500 32,595 13M.:tany Town 28,011 Columbia Town 28.12.1
Total to all townships 1,189,383 Branford Town 305,972 Coventry Town 11.1,572
Torrington City 484,893 Cheshire Town 192,743 Ellington Town 99,457
Winsted City 61,553 East Haven Town 5:30,0:30 Hebron Town 15,656

arw n to] Town 12,567 Guilford Town 135,17:3 Mansfield Town 267,4:31
Litchfield Town 63,925 Hamden Town 874,484. Somers Town :39,12:3
New Hartford Town 20,394 Madison Town :39,652 Stafford Town 61,24.1
New Milford Town 162,271 Middlebury Town 40,447 Tolland Town 89,17:3
North Canaan Town 23,747 North Branford Town 192,242 Vernon Town 414,805
Plymouth Town 123,728 North Haven Town 303,305 Willington Town 11,138
Salisbury Town 15,798 Orange Town 108,331
Thomaston Town 96,615 oxford Town 32,663 Windham County area 968,3:9
Washington Town 10,594 Prospect Town Hall 41,817 Windham County govt. 0
Watertown Town, 209,406 Seymour Town 206,814 Total to all cities over 2,500 354,599
Winchester Town 200,406 Southbury Town 64,176 Total to all cities under 2,500 0
Woodbury Town 40,330 Wallingford Town 643,09:3 Total to all townships 513,759

Wolcott Town 176,573 Danielson Borough 42,108
Middlesex County area 1,370,322 Woodbridge Town 35,842 Putnam City 89,353
Middlesex County govt. .... 0 Willimantic City 223,099
Total to all cities over 21:100 535,373 New London County, area .. 3,061,270 Brooklyn Town ............. 47,285
Total to all cities under '2,500 652 New London County govt... 0 Canterbury Town 7,779
Total to all townships 834,297 Total to all cities over 2,500 1,294,418 Killingly Town 153,126
Middletown City 535,373 Total to all cities under 2,500 20,341 Plainfield Town 61,446
Chester Town 27,593 Total to all townships 1,746,510 Pomfret Town .. 14,044
Clinton Town 111,635 Colchester Borough 10,271 Putnam. Town 114,072
Cromwell Town 85,692 Groton Borough 48,947 Thompson Town 22,060
Deep River Town 29,200 Jewett City Borough 19,582 Windham Town 102,353
Durham Town 35,427 New London City 649,607 Woodstock Town 31,463

Source: Based on Congressional Record, October 5, 1972, Senate p. 17065.

Allocations to States
Allocations to states are made according to

either a three-factor or five-factor formula, de-
pending on which formula produces the greater
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amount. Under the three-factor formula, the
total appropriation is allocated on the basis of a
state's population, weighted by its "relative in-



come" level (so that the lower the income of a
state the greater will be the state's allocation).
and further weighted by its "tax effort" (so that
the greater the tax effort, the greater will be the
state's allocation). Relative income is the total
per capita income of the United States, deter-
mined on the basis of money income received from
all sources. divided by the per capita income (,.1:
the state. Tax effort is the total amount of state
and local taxes collected in the state divided by
the total personal income of individuals in the
state. Thus. each state's population is multiplied
l its relative income factor and its tax effort
factor. The resulting product for a state is then
added to the resulting product for each of the
other states. The percentage of the total appro-
priation allocated to each state is equal to the
resulting product of that state's three factors
divided by the sum of the resulting products for
all the states.

The fiveflActov formula includes two additional
factors. urbanized population and income tax
collections; the larger a state's urbanized popula-

tion and income tax collections. the larger is
allocation. States which have no income tax. or
states like Connecticut with a mini:%ial income tax
are presumed to have ()Ileted an amount equal
to 1-; of the Federal individual income tax liabili-
ties attributed to the state.

A state government's one-third share of the
amount allocated to such state will be reduced
on or after .July 1. 1973 by the amount that the
state reduces its aid to local governments below
the amount of aid it distributed in fiscal 1971-1972.
This reduction will be adjustex;. however. to the
el,tent (1) that the state government assumes
respii,-,Aibility for expenditures which were previ-
ously the responsibility of local governments and
(2) that local governments collect taxes or a state
loses revenues because of new taxing powers
conferred by the state on the local governments.
Any reduction in a state government's entitlement
go to the Federal government's general fund and
are not available to the local governments or to
another state.

Allocations to Local Governments
To determine the amount to which each unit

of local government is entitled, the two - third's
portion going to a state's local governments is first
ftlocated among the state's county areas on the
ratio of each county area's population, tax effort,
and relative income to the population, tax effort,
and relative income of all counties in the state.
The tax effort factor is computed without includ-
ing any tax revenues used for education expendi-
tures. Also, to prevent any extreme allocations,
the per capita amount allocated to each county
area cannot be less than 20c;, nor more than
145%, of the per capita amount allocated to all
the county areas in the state.

The procedure for allocating funds among local
governments within a county is substantially the
same as allocating funds among counties. Each
local government will be entitled to a portion
of the amount allocated to its county area based
on tivt4 ratio that its population, tax effort and
relative income bears to the population, tax effort,
and relative income of all local governments in
the county. The tax effort factor is computed
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without including any tax revenues used for edu-
cation expenditures. The product of these three
factors for a local government, divided by the
sum of such products for all the local governments
in the county area, equals that portion of revenue
sharing funds allocated to the county area to
MINI the local government is entitled. Again,
there are certain limitations to prevent extreme
results, First the per capita amount of any unit
of local government for any entitlement period
cannot be less than 20;; nor more than 145%,
of the per capita amount of all local governments
in the state. Second, the amount allocated to a
local government for p,ny entitlement period can-
not exceed 5r);:;, of Cie sum of (1) such govern-
ment's tax revenues not counting revenues used
for education expenditures, plus (2) state and
Federal aid received by such local government
for financing the performance of governmental
functions. Third, no allocation will be paid to a
local government if it amounts to less than $200
for a one-year period.



It is interesting to note that one of the results
of revenue sharing could he a reduction in a state
or local government's taxes. If, however, taxes

are reduced tlw reduction will lower the 1..a effort
factor and could result in a reduction in such gov-
ernment's allocation Of funds.

Chanoinir the Allocation Formular- r-

A state may make a statutory change in the
formulas for allocating revenue sharing funds
among county areas or among local governments.
The revised formula must he ba.Aed either on
the population multiplied by the general t'.ix effort
of the county areas or local goveri..)-.-nts, or 011
the population multiplied; hy the -olative income
of county areas or local governmilts, or on a
combination of the two factors:: Any revised
formula would be rf:.,quired (1) to allocate all the

amounts available for allocation aMong local gov-
ernments; 2) to he applied uniformly through-
out the state and (3) to be applied for all remain-
ing- entitlement periods through 1)eceniher 31,
1(.17G. the Secretary of the Treasury must
be nol died of the revised formula 30 days Prior
to the first entitlement period to which it is to
apply. This means that the allocation formula
cannot he changed in Connecticut prior to the en-
titlement period heg,inning illy 1, 1973.

Administrative Provisions
There are miscellaneous administrative prori

:dons which apply to the revenue sharing program.
Certain auditing and reporting, procedures are
required. No revenue sharing funds may he used
in any program or activity which discriminates
against anyone on the basis of race, color, national
origin, or sex. The wage standards of the Davis-
Bacon Act apply to all laborers :aid mechanics
employed by contractors and subcontractors on
construction projects where 25c;.: or more of the
costs are financed with revenue sharing funds.
The wages of employees paid in whole or in part
from revenue sharing funds must be at least

equivalent to the prevailing wages for employees
of the same employer in similar public offfcupations
if or more of the-wages of all employees in
the same category are pa1c1 from revenue sharing
funds. Each state and local government must
deposit all its revenue sharing funds in a trust
fund. Finally, local governments can use the funds
only for priority expenditures as noted earlier.
If a local government used revenue sharing funds
for other than priority expenditures it may have
to repay the Federal government an amount equal
to 110 f;i: of the amount misused.



Foo:notes to Part C

See Part 13, Vol. 1, "Derivation of Elasticity for Existing 3 See .appendix B. Part C. Vol. 1. for a full description of

Connecticut Tax Structure,"
revenue sharing.

2 ACTH, .11comuring tie Fiscal Copacity and Effort of State 4 Snocial Act 53, 1972 Session.

and Local Areas (Washington, March, 1971).
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PART D

Fiscal Impact
of Commission Program



Introduction
The Commission has adjusted its program of

tax reform, city assistance measures, and school
equalization costs to the excess revenues predict-
ed from the present tax structure as these reve-
nues are being generated. As shown in Table
C.7 Wart C, Vol. I), if expenditure constraints
are met, excess revenues will develop in each
year from FY '73. to '77.

The ContriZssion has based its program on the
philosophy of maintaining taxation at. the lowest
possible level consistent with expenditure growth.
Obviously, if major new programs are adopted in
addition to the Commission recommendatiothi, the
revenue requirements will have to be determined
and provisions made to develop the needed

revenues through tax increases or other means.
concurrently with ti adoption or the new pro-
gram. The cause and effect relationship of reve-
nue and new programs will. therefore. need to be
considered by the Legislature as a precondition
to ant of major spending.

The implementation of various eiements of tax
reform ltas 'veil timed so as b i,rovide revenue
coverage in she appropriate years. Effectively.
then. thk. Comriission's program is designed to
identify and reserve excess revenl.,s presently
being developed for both tax reform and neces-
sary compensatory programs. The Commission
program is, therefore, effectively self-financing.

Explanation of Tables D-1 D-2

Table D-1 shows the net effect of the reforms
the Commission is proposing beginning in year
FY '74. All items are sin -iwn as a differential froni
the FY '73 base year. The cost of the program
as a reduction from the present. structure varies
from $56 million to $96 million thiwigh FY '77.
'rabic D-1 shows excess revenues from the pres-
ent structure ranging from $58 million FY '7-4 to
$128 million in FY '77. Deducting the cost of
the Commission's program from exci3Rs revenues
leaves. an estimated surplus varying from $2 mil-
lion in FY '74 to $32 million in FY '77.

The Commission's program as it affects local
government is described in Table D-2. This table
shows the net of two major thrusts, i.e., taxes
foregone by local government through the per-
sonal property tax exemptions and increased
revenues gained through improved assessmer:t
procedures and compensatory State grants. The
improved assessment system is expected to iden-
tify properties which are currently underassessed

according to existing statutes. The assessment.
reforms should become partially effective in FY
'75 and fully effective in FY '76.

The Commission program for local government
allows for a gradual phase-out of the personal
property tax base through depreciation and
exemption of new purchases. The Commission
estimated the full depreciation cycle will take ap-
proximately 10 years on a linear basis. While
Table D-2 only projects ahead through FY '77, it
is felt the overall growth in the real property
base, partially as a result of the Commission's
program, will more than offset the subsequent
effects of the personal property base depreciation.
Additionally, the compensatory programs can be
continued and adjusted .to the changing circum-
stances of subsequent years.

As further defined in the section on property
taxes, sufficient revenue will exist in FY '76 to
enable a general roll-back of property tax rates
up to 10';;7.



TABLE D-1 : Summary of Commission's Recommendations Affecting
State Governmental Revenues/Expenditures

Referenced to FY 11)73 As Base Year
(in $

A. Tax ReductionsLoss of Revenue
*1. Sales Tax Decrease to 61/2%

2. Eliminate Tax on Dividends
3. Corporate Income Tax; Min. Base
4. Eliminate Sales Tax on Manufacturers'

Machinery and Equipment

FY 74 75

37
-31
- 8

-99

76

-40
-33
- 8

-24

77

-13
35
- 8

-50

-34
-29
- 8

_90

B. Increases in Costs due to Commission Programs
1. Elderly Tenter /Owner Circuit Breaker --15 -18 -20 99---
2. Aid to Cities

(a) Block Grants
(b) Funds Available to Cities Based on

-10 -10 -30 -30

Tax-exempt Property Formula -10 -10 -10 -10
(c) State Property Reimbursement - 2 - 2 - 2 - 2

3. School Equalization - - -20 -20
4. Assessment Services - 2 -. 3 - 3 - 3

C. Tax IncreasesGain in Revenue
*1. Sales Tax Base Broadened +36 +39 +42 +45
2. Long-Term Capital Gains Or 100% of Value +20 1-22 +24 +27
3. Real Estate Conveyance Tax Increase

from $1.10 to $10/thousand +18 +20 +22 +24
4. Bring Insurance Industry Under Corporate

Income Tax + 7 + 8 + 9
D. Reductions in Costs due to Commission Programs

1. Eliminate Grants in Lieu of Taxes on Manu-
facturers' and Merchants' Inventories - - +20 +22

NET CHANGES/COST OF COMMISSION'
PROGRAM -56 -53 . -76 -96

ESTIMATED EXCESS REVENUES** +58 +76 +101 +128

SURPLUS AFTER COMMISSION PROGRAM --f 2 +23 + 27 +32

*See recommendation A (Part A, Volume III). The revenue effect of continuing the sales tax @ 7% or reducing the
tax to 61/2 % on a broadened base is negligible.

**Revenues in exce of expenditures based on current tax structure and projected spending level.
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TABLE D-2: Summary of Commission's Recommendations Affecting
Loral Revenues/Expendittirr.i

Referenced to FY 1973 As Base Year
(in $ millions)

A. Tax Reductions
1. Personal Property 'Tax: eliminate all except

motor vehicles., rolling stock of contractors,
and personal property of public service com-
panies

2. Loss Of Revenue, from Over-assessments

B. Tax Increases
1. Building Permits -- $5 per $1,000 new

construction
2. Service Charges Levied on Tax-exempt

Institutions
3. Conveyance Tax P.A. 152-5% recapture

C. A ddition.al Revenues from State Sources
1. Increased Block Grant Programs
2. State. Grants to Locals Sharing a Dispropor-

tionate Burden of the Cost of Tax-exempt
Property

3. State Grants in Lieu of Taxes on State
Property

4. School Equalization Funds

D. Reduction, in Revenue from State Sources
1. Inventory - Grants in Lieu of Taxes

E. Additional Revenue Available from Local Sources
1, Underassessed Property
2. Cost of Assessment Program

TOTAL GAINS FROM COMMISSION PROGRAM

TOTAL REDUCTIONS FROM COMMISSION
PROGRAM

NET INCREASE AVAILABLE FOR
PROPERTY TAX REDUCTION

FY 74 75

-11

76

-21

77

-28-
- 5 - - 5 - 5

+2.5 +3.0 +3.5 +4.0

+3.5 +4.0 +4.5 +5.0
+1.0 +1.5 +2.0 +2.5

+10 +10 +30 +30

+10 +10 +10 +10

+ 2 + 2 + 2 + 2
- - +20 +20

- -20 _99

- +50 +115 +120
- 2 - 3 - 4 5

+29.0 +80.5 +187.0 +193.5

-14.0 -22,0 -50.0 -60.0

+15.0 +58.5 +137.0 +133.5

Source of Estimates
All revenue estimates or program costs were Budget, Connecticut Public Expenditure Council,

developed in consultation with one or more of the or material developed by the State Revenue Task
following agencies: State Tax Department, De- Force.
partment of Finance and Control, Division of the
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